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How our technology 
helps to save raw 
materials and protect 
our environment 


Environmental protection and cost-effec- 
tiveness have a common denominator — 
the efficiency of energy conversion. The 
less fuel used per kilowatt hour of elec- 
tricity generated, the smaller the amount 
of carbon dioxide and other pollutant 
emissions. Our unfired combined-cycle 
(GUD®) power plants make this possible. 
They utilize the combustion heat twice, 
first in a gas turbine and then in a down- 
stream steam turbine. 


Higher temperatures for greater 
efficiency 

We have developed a new type of heat 
shield lining for inlet casings so that gas 
turbine efficiency can be increased even 
further by particularly high inlet tempera- 
tures. The attainable inlet temperature of 
around 1300°C increases the efficiency 
potential of our GUD plants from today's 
52.596 to over 5596. 


Clean combustion and flue gas 
containing fewer pollutants 


Nitrogen oxide emissions can be re- 
duced even further by using state-of- 
the-art fossil fuel combustion processes 
in addition to other efficiency-enhance- 
ment techniques. With our burners the 
combustion of oil and gas, and also gas 
from coal, produces such low pollutant 
emissions that gas turbine plants 
equipped with these burners do not 
require any additional exhaust gas clean- 
ing equipment — even with the most 
stringent of pollution control require- 
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All letters must include the writer's name and address and are subject to editing. 
Letters may be mailed to the Review, GPO Box 160, Hong Kong, or faxed to (852) 503 1530. 


LETTERS 


Shocked, Shocked! 

I was absolutely horrified by Yeung Wai 
Hong’s article [Paradise Lost, THE 5TH COL- 
UMN, June 23]. He seems to advocate a 
complete “user-pays” system in which 
none of his money would get wasted in 
free health and education for those who 
cannot afford to pay for it. 

I believe that Yeung’s arguments are 
quite foolish in essence, and that the more 
you have, the more you have to pay to 
protect it. If you don’t want free health, 
prepare yourself for epidemics (they start 
with the poor, but the rich can also catch 
them). If you don’t want free or subsidised 
education, prepare yourself for increased 
numbers of unskilled labour, steadily 
poorer and less employable; you will have 
_ to spend your money importing skilled la- 
bour (sound familiar?) and in time with 
more police to keep up with the increased 
crime by the unemployed underclass. 

Yeung also seems vehemently opposed 
to compulsory savings schemes to provide 
for old-age pensions. I cannot imagine that 
he is opposed to planning for his own fu- 
ture retirement but seems to think that only 
those who have reached his economic level 
should have the right to a secure future. 
Nor does he seem to mind the ubiquitous 
beggars in Hong Kong's streets. They are 
probably a comforting sight to him, prov- 
ing that Milton Friedman’s essentials are 
still in place in Hong Kong. 

F. AMADOR IBANEZ-ALMARCHE 
Alexandra Hills, Queensland 
Australia 








Golden Bottoms 

I am writing to complain about the in- 
equality between the Eastern (Asian) and 
Western (Caucasian) worlds [Whipping 
Boy, Apr. 28]. To save President Clinton's 
face, the Singapore Government disap- 
pointed me by reducing Michael Fay's sen- 
tence to only four strokes of the cane. He 
should have been given the full six strokes 
he was sentenced to — half of what the 
Hong Kong youth was sentenced to. But 
because he is an American he has the privi- 
lege of receiving less severe punishment 
than us Asians. This is unfair. Western peo- 
ple always treat us as second-class people 
in their home countries, whereas we treat 
them as privileged elites in ours. 

In addition, the West is trying to accuse 
Singapore of being barbaric by linking the 
Fay case with human rights. In fact, it 
should be linked to sovereignty. Singapore 
. has an elected government and thus the 
popular mandate to make and enforce its 
laws on whomever lives in the country 
without any discrimination according to 


JULY 14, 1994 


| (F O 
Beg to Differ U ph, i 


~ 1SOd DNINKOW YNIH HINOS 





Karel Weiss, a co-founder of the 
REVIEW, died in Hong Kong on June 
23 at the age of 91. He was one of the 
company’s four directors — along with 
the first editor, Eric Halpern — when 
the REVIEW began publication in 
October 1946. Weiss bore the initial 
expenses of launching the REVIEW, and 
later owned the printing press which 
produced the magazine in its early 
years. He had arrived in Hong Kong in 
1933 from his native Czechoslovakia to 
set up a shoe factory and represent the 
Bata Shoe Co. 


race, religion or citizenship; moreover, it 

can with legitimacy punish in its own way 
whoever violates these laws. 

KEATHKHAMJORN MEEKANON 

"Bangkok 








I am not surprised by Julio A. Jeldres' criti- 
cal review of my book Sihanouk: Prince of 
Light, Prince of Darkness [Prince in the Spot- 
light, June 2]. As Norodom Sihanouk's of- 
ficial biographer, Jeldres is perforce in a 
long line of defenders of Cambodia's ruler 
for whom critical portrayal of their em- 
ployer cannot be entertained. This reflects 
the official policy that has led to my book's 
being banned in Phnom Penh and its be- 
ing the subject of an official complaint to 
the Australian Government. 

But I cannot allow your reviewer's mis- 
representations of the scope of my book 
and of some key points in it to go unchal- 
lenged. To suggest that my biography of 
Sihanouk is simply an expansion of my 
earlier Before Kampuchea is, at best, mislead- 
ing. Before Kampuchea was concerned al- 
most entirely with events in Cambodia in 
1966. My biography, by contrast, covers the 
whole of Sihanouk's life up to late 1993 
and includes a detailed account of why he 
was made king in 1941. Consideration of 
1966 occupies less than 20 pages in 275 
pages of text. 

Referring to the 1967 Samlaut rebellion, 
Jeldres states that I argue that "the rebel- 
lion had nothing to do with the activities 
of the radical, pro-communist left that had 
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voked.the act. 


been established in Battambang for many 
years." Yet on page 190 I write, “the rebel- 
lion was not simply the result of plotting 
by the radical left, though small pro-com- 
munist groups had been established in this 
part of Battambang province for many 
years." And he says that I take no account 
of Pol Pot's reference to the Samlaut rebel- 
lion in a speech in 1977. In fact, on page 
191, I make specific reference to this speech. 
I stand by my judgment, shared by others, 
that in its origins the uprising was largely 
spontaneous. ~~~ 

I do not “totally ignore” Sihanouk's 
contribution to the conclusion of a Cambo- 
dian peace settlement, as Jeldres suggests. 
On page 265 I identify Sihanouk's actions 
in June 1991 as one of the two "key events" 
tat led to “the breakthrough the interna- 
ional community had been waiting for.” 


N MILTON OSBORNE 
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Executive Privilege 


Your May 5 editorial Richard Nixon, RIP 
is a candid, sensitive appreciation of the 
Nixon presidency. In it, however, you 
make the familiar though incorrect obser- 
vation that the 1973 War Powers Act limits 
the powers of the American president. It 
does nothing of the kind; if anything, it 
expands these powers. 

What does the War Powers Act do? It 
requires the president to seek congressional 
approval for the continued employment of 
U.S. military forces beyond 60 days in com- 
bat operations initiated by the president 
without congressional authorisation. If such 
a continuation is denied by Congress, the 
president nevertheless may continue such 
operations for another 30 days if he deems 
this necessary to disengage the forces 
safely. In other words, the War Powers Act, 
ostensibly limiting the president, actually 
amounts to a congressional expansion of 
his powers. The 60-day "clock," moreover, 
does not start ticking until the War Powers 
Actis invoked, nat by the Congress, but by 
the president. No president has ever in- 


DENNIS J. DOOLIN 
` Kashiwa, Chiba 
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| hen it fina I came, it was almost anti-climactic. At 





| a debate over fare increases on a local ferry route. 


. History books will note that the Patten victory changed - 

the course of Hong Kong’s future. It has withdrawn the pre- - 
emptive veto that Mr. Patten's predecessors had secretly - 
- given China over all future arrangements for the colony. it | 
has also put the debate over Hong Kong/s future where it 


ought to be: in the colony's Legislative Council. More than a 


roposals were “not even a small step" towards democracv. 
P P y 


ible, which isn't simply a rubber stamp." 


change from a past in which Britain and China bear equal 


predecessors while pretending it was business as usual. 


This is not to say that the Patten package is especially to - 
our liking. Many of the provisions — such as those dealing _ 
with the quasi-democratic “functional constituencies” — are _ 
cumbersome beasts indeed, and we would have been hap- - 
pier with a more direct electoral system. Many of the pro- - 
China legislators voting against Mr. Patten raised similar | 


points. What they did not point out was that whatever short- 


that has not been heard since the Cultural Revolution. 


|- by focusing attention on the colony's future while there is 
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EDITORIAL 


Vote of Confidence 


. Hong Kong approves Patten's reform package 





en it fin _ still time, Mr. Patten has brought Chinese intentions into the |]. 
2:30 in the morning of June 30, after more than 17 
-oW W hours of often impassioned debate and three years - 
_ to the day before Hong Kong's handover to China, an ex- - 
. hausted Legislative Council (Legco) finally approved the - 
last and most controversial pieces of the political reform - 
package that Hong Kong Governor Chris Patten introduced | 
back in October 1992. The Patten bill passed on a 32-24 vote. - 
As a measure of the grassroots issues now handled by 
Legco, this momentous vote was followed immediately by | 


_ brows with a recent cover story covering Mr. Habibie's dis- 
comings these proposals had were negotiable. But China | 
used the 17 rounds of talks with Britain not to reach any — 
sort of accommodation but as a tactic to stall. This was ac- | 
companied by a war of personal invective with language - 
_ opposed within his own government by many whose inten- 

In the past most British governors would simply have j 
surrendered. But Mr. Patten persevered and prevailed, add- 
ing legitimacy to the Legislative Council and finally giving © 
credence to public opinion. China may indeed abolish Legco - 
and tear up all the electoral arrangements in three years. But | 
' they will be played out violently in the nation’s streets. E E 
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open and raised the cost of running roughshod over Hong | 
Kong public opinion. a 





Hold the Presses 
Indonesia closes popular weeklies 





hink of it as progress. When Indonesian Information 
f Minister Harmoko appeared before a parliamentary 
hearing after having shut down three popular Indo- - 
nesian weeklies — Tempo, Editor and DeTik — he was 
greeted with boos and catcalls. Up close, such treatment of a 
government minister may not look like progress. But in the 


context of a multi-ethnic nation caught up in the many con- : 


. Hlicts released by development, name-calling is certainly 
year ago, Mr. Patten conceded to us in an interview that his | 


preferable to sticks and stones. And that’s a point well worth - 


. keeping in mind as Indonesia wrestles with one of the more 
They were, rather, an attempt to shore up Hong Kong's key | 
institution in the run-up to 1997. In Mr. Patten's words, "to - 
secure a legislature which is broadly based, which is cred- | 


contentious issues of development: freedom of the press. 
We are not insensitive to the dangers in a society like 
Indonesia, where misinformation and inflammatory articles 


. can easily lead to unrest and even bloodshed. Nor are we: 

In this Mr. Patten has succeeded brilliantly. This vote | 
was the first time Hong Kong people have been allowed to | 
take some control over their own future. This marks a key - 


blind to the great strides Indonesia has already made; we | i: 5 
can think of many Asian regimes where the kind of crite | 
cism meted out to Mr. Harmoko would bring about a stiff 


jail term — or worse. China, for example, sent Ming Pao's Xi 
blame. From the moment Mr. Patten first broached his plans _ 
for the future, China complained bitterly about the gover- — 

. nor's "three violations": of the Joint Declaration, the Basic | 

< Law and “other agreements and understandings.” In this | 
| Beijing is doubtless right. Not least of Mr. Patten’s difficul- - 
ties has been that he has had to reverse the handiwork of his | : 
. Indonesia is not a penchant for gossip and disinformation, 


Yang to jail for 12 years for reporting a few details about 
interest rates and gold reserves that somehow were elevated 
to "state secrets" once he was arrested. And we don't hear 
of many editor protests in North Korea. 

Without doubt national stability is an important concern. 
But what seems to get publications in trouble in places like 


but a habit for getting too close to the truth. It hardly seems 
a coincidence that the three publications whose licences 
were revoked have each carried stories on Indonesia's 
minister for research and technology, B. J. Habibie, at the 
centre of a controversial purchase of 39 ships from the 
former East German navy. Tempo in particular raised eye- 





pute with Finance Minister Marie Muhammad over the 
purchase. 

We cannot speak for the coverage of these weeklies. What 
we do know is that Mr. Habibie's economic policies are 








tions presumably are far from undermining Indonesia'ssta- | . 
bility. We know too that such debate over policy is healthy, 
and that an emerging middle class has much to contribute. Et 
And our guess is that the more such issues are hashed out . 
in the nation's press, parliament and universities, the less © 
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The financing of international trade has been a core business of 


Standard Chartered Bank for over 140 years. It is one of the strengths 
on which our international network has been built. 

Today, that network operates through more than 600 group banking 
offices in over 50 countries — with particular strength in the developing 
economies of Asia and the Pacific, as well as Africa and the Middle East. 

Creating links between emerging markets, and making connections 
between them and the developed economies, Standard Chartered is ideally 


placed to help finance some of the world’s fastest- growing flows of trade. 


NETWORKING B 


A network that pulls 
more weight in 
financing world trade. 





To do so, we aim to combine the practical skills which ensure the 
efficient handling of routine documentary credits, with the technical 
and creative expertise required for innovative, sophisticated financings. 

Standard Chartered has a long-established reputation as a leader in 
financing international trade. By building on the strengths of our net- 


work and our people, we are building on that reputation still further. 
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*You're dreaming." 
*Exactly." 


We have made our dreams realities. 
We have looked at sand and seen cities. 
We have looked at deserts and seen 
gardens. 


We have created, out of the grain of 
an idea, a world-class petrochemical 
company. A company that uses Saudi 
Arabia's own hydrocarbon-based 
natural resources. A company that 
produces and markets more than 16 
million metric tons of different quality 
petrochemicals and plastic resins 
around the world. 





We are one of the world's leading 
producers of MTBE, one of the 

few petrochemical companies to 
manufacture all five of the most 
widely used thermoplastic resins and, 
thanks to work at our Research and 
Development Complex, an exporter 
of technology. 


We have dreamed. We have achieved. 
And we continue to plan for the future. 
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authority on Asian current affairs, business, 
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economics and investment. 
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In Other Words 


" Now I have no friends left to 
play mahjong with. That's the 
pity of being 100. " 


Japan's oldest practising geisha, 
Asaji-nehsan, on her birthday. 


"^ They were in a hole and they 
went on digging. "' 


Former U.S. Secretary of State 
James Baker, on the Clinton 
administration's China policy. 


" Someone presented one to 
the Paris Zoo and they took one 
look at it and asked ‘what in 

heaven's name is it’? " 


David Hulse of the World Wide Fund for Nature 
i i , A friend of Hong Kong lawyer Gary Alderdice, who was 
on the waters Pi i Vean of ox-calf, the found shot through the head in a Vladivostok apartment 
of a Russian call girl he had met in Macau. The woman 

was also killed. 


NEWS ITEM: INDONESIA CRACKS DOWN ON THE PRESS. 


“He said he had met a few nice girls. ” 


"It's better to let the students and teachers 
watch the game in peace rather than 
expect them to come in late and fall 

asleep in class. ” 


The director-general of Thailand's department of education, 
Banchong Pongsastra, on his decision to let schools take off 
July 19, the day of the World Cup final. The game will be 
broadcast live in Thailand at 2:30-5:30 a.m. 


" | have never heard of a tourist who 
stepped on a mine. ” 


The manager of the Grand Hotel D'Angkor, Rudolf Knuchel, 
on the state of Cambodian tourism in his area. 


"^ Japanese politics has 
recently become like karaoke. 
Anyone can become prime 
minister and the bureaucrats are 
there as an orchestra to make 
sure that he can at least give a 

SO-SO performance. ”’ 


Takashi Inoguchi, a Tokyo University 
political scientist, on Japan's latest change 
of government. 


“What’s that head? Isn't that 
something? ” 


Former sumo grand champion Kitanoumi, 
after spotting the huge bulge on the 
head of teenage wrestler Takeji Harada. 
Harada, who was too short for the 
sports minimum height requirement, 
made the grade after undergoing 





NEWS ITEM: CLINTON USES THREAT OF SANCTIONS TO PROTECT ENDANGERED four silicone injections that added 
SPECIES BUT NOT HUMAN BEINGS. Chi Ching/Free China Journal 5.9 inches to his head. 
Please share quotes you see: REVIEW, GPO Box 160, Hong Kong, or fax (852) 503 1530. 
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INTELLIGENCE 





Sell-Out 


As authorities mull the possibility of is- 
suing a new licence under a different name 
for the recently banned weekly magazine 
Tempo, a prominent Indonesian business- 
man with high-level government connec- 
tions is already involved in negotiations 
over its future with parent company Grafiti 
Pers. The talks are understood to centre on 
replacements for Chief Editor Fikri Jufri 
and other senior editorial personnel, as 
well as a radical restructuring of the com- 
pany itself — something the current direc- 
tors are known to oppose. 


Value-Added Defection 


Public opposition to the new value- 
added tax (VAT) law is likely to hasten a 
realignment of political groups in the Phil- 
ippine House of Representatives. Majority 
floor leader Ronaldo Zamora and about 20 
of his associates are planning to leave Presi- 
dent Fidel Ramos' party, the Lakas-NUCD, 
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Ramos may pay for VAT. 


REVIEW sources say. Zamora and his group 
will either join Eduardo Cojuangco's Na- 
tionalist People's Coalition (NPC) or an op- 
position bloc that will consist mainly of the 
NPC and the Laban ng Demokratikong 
Pilipino. If the defection happens, the pro- 
Ramos block in the House will consist of 
the rump of the Lakas-NUCD and the small 
Liberal Party. 


Up in the Air 


Indian hopes of becoming Asia's re- 
gional service centre for Malaysia's recently 
ordered MiG29 fighters and other users of 
Russian equipment may be short-lived. 
Russian military sources say Southeast 
Asian interest in their aircraft is so strong 
they are now considering a joint-venture 
"technical centre" in Malaysia itself. They 
say Thailand and the Philippines are the 
latest countries showing an interest in Rus- 
sian aircraft. India signed an agreement last 
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year to provide training and maintenance 
support for the Malaysian air force's 
MiG29s. During Indian Prime Minister 
P. V. Narasimha Rao's recent Moscow visit, 
it was agreed to set up a US$400 million 
service facility in Bangalore for Russian- 
built aircraft. The proposed Malaysian fa- 
cility would seem to shoot down prospects 
of much foreign business coming to Ban- 
galore, however. 


Moving Time 

Washington will soon name Stapleton 
Roy, its ambassador in Beijing, as new am- 
bassador to Thailand, senior U.S. officials 
say. He will succeed outgoing Ambassa- 
dor David Lambertson, who returns to 
Washington. It will be Roy's second post- 
ing to Bangkok; he was deputy chief of 
mission there in the early 1980s. Roy's sen- 
iority in the U.S. foreign service demon- 
strates the importance Washington attaches 
to its close relations with Bangkok. Mean- 
while, the current deputy chief of mission 
in Bangkok, Matt Daley, is leaving for the 
U.S. mission in New Delhi to join new 
Ambassador Frank Wisner, whose last 
Asian posting was ambassador to Manila. 


Mega Project 


John Naisbett, the American futurolo- 
gist and best-selling author of Megatrends 
and Megatrends 2000, has identified Asia as 
the wave of the future. He told the REVIEW 
that he plans to publish Megatrends Asia in 
early 1997. "The modernisation of Asia is 
the most important phenomenon going on 
in the world," he said, noting especially 
the economic prospects for Southeast Asia. 
One theme Naisbett will pursue is the 
move "from the dominance of Japan to a 
China-driven Asia." Naisbett, a former exe- 
cutive at IBM and Eastman Kodak, is tour- 
ing Asia to collect information for his book 
project, which may also include a televi- 
sion series. 


Foreign Aids 


Japan's Justice Ministry has reacted fa- 
vourably to appeals by the Japanese organ- 
isers of the 10th international conference 
on Aids to allow intravenous drug users 
and commercial sex workers to attend the 
August meeting in Yokohama. Officials say 
that while the ministry intends to stand 
officially by its position that no foreigner 
with a felony drug or commercial sex con- 
viction will be allowed entry to Japan, they 
will review each case individually and will 
probably grant entry if the application is 
backed by conference organisers. 
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.À week of back-to-back meetings. 
Could I reward myself this weekend 
without exceeding my credit limit?" 
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The Mitsubishi Lancer: A family sedan that's 


Lancer leaves the rest of its 
class in the dust. 

Yes, it is a family sedan. Com- 
fortable and practical. 

But exciting, too, because 
Mitsubishi hasn't forgotten 
what truly drives you: the 
pure pleasure of total driving 
performance. 


Its ground-hugging chassis 
holds corners tight. A self- 
aligning multi-link suspension 
adjusts to the road no matter 
what the driving conditions. 
And the aggressive, fuel-efficient 
16-valve SOHC engine makes 
Lancer eager and responsive 
in the passing lane. 


All of this performance comes 
from one very simple idea—our 
total approach to engineering. 

We believe that unless each 
aspect of a car is fully inte- 
grated into the overall design, 
the result will never exceed 
the sum of the parts. The differ- 
ence is self-evident. Behind 





practically built to perform. 


the wheel. And on the road. 

It is this philosophy that 
makes every Mitsubishi such 
4 reassuring and rewarding 
driving experience. Whether it's 
our top-end Mitsubishi Sigma, 
technologically sophisticated 
Galant, all-weather 3000GT 
sports car, or off-road 4WD 


Pajero...they' re all driven by 
the power of positive thinking. 

So take the wheel of a Lancer, 
the family sedan that performs 
like a thoroughbred. 


MITSUBISHI LANCER 


What Drives You. 


MITSUBISHI 
MOTORS 


CREATING TOGETHER 





With 45 hotels in 16 countries in Asia Pacific. 
ITT Sheraton is the region's hotel of choice for 
business travellers. And now, when vou stav at 
any ITT Sheraton on business. we'll make it 
>asy for vou to start earning free travel or hotel 


stays at our extraordinary resort hotels. Join 


STAY AT SOME OF [HE 
BEST HOTELS, AND GET A 
CHANCE TO STAY AT THE 
WORLD'S BEST RESORTS. 





ITT Sheraton Club International (SCI) when you SHERATON. AUA TING: HOTEL 
make your next reservation and you can start 
arning SCI ClubMiles for special membership 
privileges, free air travel and hotel stays at 
participating ITT Sheraton hotels. ITT Sheraton 
is proud to offer AT&T in most rooms for easy 
access and reliable service at reason- 33 
— 
able prices. To reach AT&T, just dial: AT&T 

China, PRC 10811 * Hong kong 800-1111 

India 000-117 * Indonesia 001-801-10 

Japan 0039-111 * Korea 009-11 
Macau 0800-111 * Malaysia 800-0011 
Philippines 105-11 * Singapore 800-0111-111 
Taiwan 0080-10288-0 ¢ Thailand 0019-991-1111 

For reservations, simply call Hong Kong 
739-3535, Indonesia 21-573-6918: Malaysia 


800-1-001 (toll-free): or Singapore 732-6000. 


iu Sheraton 


DUR WORLD REVOLVES AROUND YOU 
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SHERATON LANGKAWI RESORT 
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REGIONAL BRIEFING 





CHINA 
Israeli Brass 


An Israeli diplomat in Beijing 
said Ehud Barak, chief of the 
general staff of the Israeli 
Defence Forces, on July 4 met 
Liu Huaqing, vice-chairman of 
China's Central Military 
Commission. Barak also met 
Chinese Defence Minister Chi 
Haotian, the official Xinhua 
newsagency said. China and 
Israel established diplomatic 
ties in February 1992. 


Li Peng Boycotted 

Chinese Premier Li Peng was 
dogged by human-rights 
issues in Austria, as politicians 
all the way up to Vice- 
Chancellor Erhard Busek 
boycotted his visit. In 
parliament, an ad-hoc Green 
Party human-rights meeting 
forced Li to meet the 
parliament's speaker in his 
hotel room. In Vienna, Li 
justified China's bloody 
suppression of the 1989 
democracy movement, saying 
it was "necessary for the 
stability of China and for 
world peace." 


Li found it hot in Vienna. 





VIETNAM 

Firing at Sea 

Chinese fishermen caught 
fishing illegally in Vietnamese 
waters fired shots at a 
Vietnamese patrol boat on 
July 3, wounding two sailors, 
the Vietnamese Foreign 
Ministry said. The incident 
occurred about five kilometres 
southeast of Ma Chau island 
in the Tonkin Gulf off 
Vietnam's Quang Ninh 
province. 
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Street sweepers against VAT. 


PHILIPPINES 
VAT Tax Stopped 


The Supreme Court on June 30 
stopped the government from 
implementing the expanded 
value-added tax law passed by 
Congress. The stay is effective 
until the court decides on the 
statute's constitutionality. 
There has been a growing 
protest movement against the 
tax, which was scheduled to 
take effect on July 1. 





THAILAND 
MP Denied Visa 


Opposition Chart Thai party 
MP Vatana Asavahame has 
been denied a U.S. entry visa 
because of suspicions he has 
been involved in drug 
trafficking. He is the third Thai 
opposition member accused of 
drug trafficking by the U.S. in 
the last two months. Thailand 
has formally asked 
Washington for additional 
information on the case. 


‘Slap in the Face’ 


The chairman of the Thai 
parliament's foreign affairs 
committee has called on the 
government to declare former 
U.S. Ambassador to Thailand 
Morton Abramowitz persona 
non grata in the kingdom. ` 
Krasae Chanongwong said an 
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opinion piece published by 
Abramowitz in a U.S. 
newspaper in late May was a 
"slap in the face" of the Thai 
people. In the article, 
Abramowitz, who served in 
Bangkok from 1978-81, 
accused the Thai military of 
continuing to support the 
Khmer Rouge in Cambodia. 





TAIWAN 
Patriot Air Defence 


Minister of National Defence 
Sun Chen announced that 
Taiwan would purchase an 
air-defence system based on 
the Patriot missile, built by 
Raytheon Corp. of the U.S. A 
Raytheon spokesman 
confirmed the deal, but would 
not say how many missiles 
would be delivered. The first 
payment will be NT$4.5 billion 
(US$170 million), and the first 
delivery will in be 1996. 





INDIA 
City Official Suspended 


The Maharashtra government 
suspended Bombay's No. 2 
city official on June 28 for 
"misconduct" after he alleged 
State Chief Minister Sharad 
Pawar had links with Dubai- 
based gangster Dawood 
Ibrahim. G. R. Khairnar, 
deputy commissioner in the 
Bombay Municipal Corp., 
also alleged that Pawar 
protected illegal construction 
in the city. He has been 
supported by some of Pawar's 
rivals in the ruling Congress 


Party. 





JAPAN 
Aid for South Africa 


Japan will provide some 
US$1.3 billion in loans, grants 
and trade insurance to South 
Africa's new government in a 
multi-year package. The 
money is aimed at supporting 
the reconstruction and 
development of the South 
African economy and laying 
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the groundwork for new 
Japanese investment. 





INDONESIA 
Timor Inspection 


A UN special rapporteur on 
human rights has begun a visit 
to Indonesia and East Timor to 
investigate claims of torture 
and arbitrary execution, a 
Foreign Ministry spokesman 
said on July 4. He said Bacre 
Waly Ndiaye had arrived in 
Jakarta for a 10-day tour that 
will include visits to jails in 
Jakarta and Dili to interview 
East Timor prisoners. 
Indonesia, seeking to counter 
claims of widespread human- 
rights abuses in East Timor, 
invited the UN Human Rights 
Commission to send its special 
rapporteur. 


Suharto Backs Ban 


President Suharto has made 
his first public comment on a 
controversial ban on three 
publications. "We are grateful 
because we have a control tool 
that can arrange our dynamic 
national press in a basic and 
directive way," he said in a 
speech to Ministry of 
Information officials. "Our 
information principle that we 
develop is to uphold the 
freedom for every citizen to 
express opinions. But that 
freedom should be used in a 
responsible way." 
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Fertility in India, 1955-90 
Births per woman 
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CAMBODIA 


Shadow Play 


The alleged coup attempt by Prince Chakrapong is over, but 
questions remain about the forces and leaders behind the 
scenes who were trying to destabilise Cambodia’s government. 


By Nate Thayer in Phnom Penh - } 


of Cambodian politics, it's that nothing 

is quite what it seems. Take last week- 
end's coup attempt, as the government 
called it. 

High-level sources and diplomats say it 
was more political theatre than a realistic 
bid to seize power. And most agree that in 
addition to the two leading actors — Prince 
Norodom Chakrapong and Gen. Sin Song 
— someone was directing the drama from 
behind the scenes. But that's where agree- 
ment ends. As shockwaves of suspicion 
reverberate through the government, accu- 
sations are flying about the identity of 
those behind the plot, and even about the 
object of the plot itself. 

Chakrapong, a former deputy prime 
minister, and Sin Song, the feared interior 
minister of the same former Cambodian 


| f anything is certain in the murky world 
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People's Party (CPP) regime, had been ru- 
moured for weeks to be seeking to topple 
the government. After Chakrapong was 
sent into exile and Sin Song was placed 
under house arrest on July 3, intelligence 
sources, diplomats and government offi- 
cials confirmed that they had strong evi- 
dence that the two men had travelled to 
Vietnam and Thailand in recent weeks 
seeking support for a coup. In fact, sources 
told the REVIEW that Hanoi had informed 
the Cambodian Government of the plot 
following a visit by Chakrapong and Sin 
Song. 

The two men had reason to be bitter 
towards the cpp. They had been out of 
power since mounting an abortive seces- 
sionist movement in seven eastern prov- 
inces in June 1993 after the rival Funcinpec 
party won United Nations-run elections. 
The movement had the tacit backing of 
some senior CPP leaders, and it forced 
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Funcinpec to accept a coalition government 
that left the CPP with effective control of 
most of the levers of power. But Cha- 
krapong and Sin Song lost their posts when 
that secession attempt failed. 

Some officials and diplomats see the lat- 
est plot as a straightforward attempt by 
Chakrapong and Sin Song to bully their 
way back into power, using troops to win 
concessions from the government. But 
many others believe the alleged coup at- 
tempt was just the tip of the iceberg. They 
say Chakrapong and Sin Song appear to 
have been egged on by a powerful figure 
or figures within the government, who 
subsequently dropped them. One theory is 
that they were deliberately led into a trap, 
laid to crush dissent within the increasingly 
fractious government. 

“This is a coup that never happened. 
No troops, no shots fired and only one 
leader arrested," says a senior diplomat. 
“The question remains: who was behind it 
and what were they launching a coup to 
do? It is a theatre for something else.” 

What's known is this: at 5 p.m. on July 
2, a dozen armoured personnel carriers and 
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trucks carrying fewer than 300 troops left 
the eastern province of Prey Veng and 
headed for the capital. By dusk on that Sat- 
urday night, as rumours of an imminent 
coup attempt swept Phnom Penh, loyalist 
government troops took up positions out- 
side the homes of key officials and govern- 
ment installations. 

After crossing a government-controlled 
ferry unimpeded, the rebel troops were 
stopped by government forces 25 kilome- 
tres from Phnom Penh at 8 p.m. without a 
confrontation. 

Government troops stormed the homes 
of Chakrapong and Sin Song before dawn. 
They seized a small amount of weapons 
and communications gear. Sin Song was 
placed under arrest, and Chakrapong — 
after a standoff of several hours at a down- 
town hotel — was allowed to leave the 
country for exile in Malaysia. 

Government spokesman Sieng LaPresse 
announced on the afternoon of July 3 that 
an armed group led by Sin Song and 
Chakrapong had attempted "to create dis- 
order" and assassinate senior officials. He 
said the threat had subsided without any 
shots fired, and the rebel troops had been 
allowed to return to their barracks. 

Government leaders moved quickly to 
contend that a major threat to the fragile 
ruling coalition had been thwarted. But the 
government's version of 
events raised as many 
questions as it an- 
swered. Diplomats and 
even government offi- 
cials agreed that 
Chakrapong and Sin 
Song had neither the 
political power base nor 
military clout to carry 
out a putsch on their 
own. 

Senior government 
sources involved in the 
interrogation of Sin 
Song — who controlled 
the small rebel force — 
say the general has 
“threatened to reveal 
very high government 
officials who supported him.” A high-level 
CPP official adds: "It is clear that it was a 
trap. They expected reinforcements that 
never came. They were quickly neutralised. 
The question is by whom?" 

Second Prime Minister Hun Sen was 
quick to distance his party, the CPP, from 
Chakrapong and Sin Song. "It's not a CPP 
plot. It was a plot by CPP traitors,” Hun 
Sen said on July 5. 

A persistent series of rumours pointed 
at Deputy Prime Minister Sar Kheng, who 
also jointly holds the Interior Ministry port- 
folio and is one of the most powerful fig- 
ures in the government. In a July 6 inter- 
view with the REVIEW, Sar Kheng said that 
it did appear that someone was behind 
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Sin Song is under arrest. 


Chakrapong and Sin Song — but he de- 
nied that he was the one. 

"You are right to say there should be 
someone powerful enough to launch a 
coup involved. That is why we will inves- 
tigate further," he said, explaining that a 
military inquiry board would be formed. 
"I can tell you that I am not directly or 
indirectly connected whatsoever in this 
coup attempt. I have one thing to say. I 
only knew about this event after it hap- 
pened. As minister of interior I should 
know before. I was not in control until 
after." 

Indeed, Sar Kheng was not informed of 
the coup attempt until 6 p.m. — five hours 
after Hun Sen began plans to quell the plot. 
Sources say that even after Sar Kheng was 
summoned to Hun Sen's residence — the 
command centre in countering the coup — 
he was forbidden to leave to perform his 
duties as head of the Interior Ministry until 
the plot was quelled. 

But other senior government officials 
whisper that Hun Sen was behind an effort 
to discredit Sar Kheng, who belongs to a 
CPP faction that has long been at odds with 
Hun Sen. 

Some government officials and diplo- 
mats say that the coup attempt and crack- 
down were part of the same stage-man- 
aged ploy aimed at crushing dissent within 
, the government. "This 
š was a theatre play — to 
? send a message to all 
$ ministers and govern- 
ment officials to follow 
the government line," 
says one senior diplo- 
mat. 

Tension within the 
coalition government 
has mounted since the 
CPP rejected an offer by 
King Norodom Siha- 
nouk in mid-June to 
form a national unity 
government that would 
include the Khmer 
Rouge guerilla faction. 

In early July, the 
government went a step 
farther, passing a bill in parliament to offi- 
cially outlaw the Khmer Rouge. The bill 
has caused deep divisions within the gov- 
ernment, with many fearing it will be used 
to quash legitimate dissent. 

But if there were links between the bill 
and the coup attempt, even those are un- 
clear. Government spokesmen say Sin 
Song has confessed that the coup was 
aimed against Sihanouk's proposal to 
bring the Khmer Rouge into the govern- 
ment. 

But Minister Sar Kheng said: "Accord- 
ing to what we intercepted from phone con- 
versations and other people, Chakrapong 
was involved in a coup and his objective 
was to give power to the king." = 
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As It 
Happened... 


The saga of a prince’s 
escape from Phnom Penh 


Review correspondent Nate Thayer set 
out to cover the alleged coup attempt. He 
ended up as part of the story. This is 

his first-hand account. 


purred. “Call this number,” someone 

said, then hung up. I pushed the but- 
tons and a jittery voice answered. “This is 
Prince Chakrapong. Please, please help 
me,” he said in a broken whisper. “Come 
right away to the Regent Hotel. They have 
surrounded me. They are trying to kill 
me.” 

In the 20 minutes it took to get to the 
hotel, Prince Norodom Chakrapong called 
seven times, begging me to hurry. As I 
learned later, government troops had sur- 
rounded his house and that of Sin Song — 
the other alleged coup leader — at around 
3 a.m. that Sunday morning, July 3. 

When I arrived at the hotel, troops and 
security forces armed with machine guns 
and rocket-launchers were positioned at 
the entrance and on nearby street corners. 
No one tried to stop me, probably assum- 
ing I was a hotel guest. 

As a chambermaid opened the door of 
room 401, a dishevelled, barefoot and 
petrified son of King Norodom Sihanouk 
emerged from a crawl space above the ceil- 
ing. "Please, they are trying to arrest me. 
They will kill me. I am innocent. Please tell 
the American ambassador to come right 
away. I need protection," said the wide- 
eyed prince, near tears and jittery from lack 
of sleep. He was alone. The bed was still 
made, and the curtains were drawn. A 
chair stood under the spot where a ceiling 
panel was removed, revealing a small, dark 
crawl space. 

“I heard the rumour that I plan to make 
a coup d'etat. | am innocent. I have nothing 
in my hands. I have no political influence 
now. I have no troops," he said. "Please 
don't leave me." The prince clearly be- 
lieved that if he had a foreign reporter in 
the room, the security forces ringing the 
building were less likely to open fire. But 
no one, I realised, knew I was there. I opted 
to rent my own room down the hall. And I 
quietly called senior government contacts 
and diplomats informing them of the situ- 
ation, hoping they would get the message 
to the troops downstairs — quickly. It took 
a few minutes before my phone rang, say- 


| t was 6:30 a.m. when my mobile phone 
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ing that Prime Minister Norodom Rana- | INDONES IA 


Long Goodbye 


Vietnamese asylum-seekers revolt on island camp 


riddh knew where I was. 

Prince Chakrapong was meanwhile 
fielding calls on his two mobile phones, 
sometimes speaking in English, French or 
Khmer; often listening silently then hang- 
ing up. King Norodom Sihanouk rang 
from Beijing. “I am all right Papa, but the 
situation is bad. They have surrounded 
me,” the prince said. He nearly broke into 
tears as he spoke to Queen Monique, who 
called him repeatedly from Beijing as she 
negotiated with government leaders to get 


him safe passage out of the country. "It is — 


not the queen, but as my parents. It is not 


politics, it is as a son,” he said when asked _ 
whether the king and queen supported | 


him. 
Chakrapong asked me to contact the 
U.S. Embassy to request political asylum. 1 


gave him the mobile telephone number of | 


U.S. Ambassador Charles Twining. "I ask 
your protection, your excellency. It is a 
human right,” he pleaded to Twining. 
Chakrapong’s face showed that the ambas- 
sador's response was not positive. "Please, 
your excellency, if they bring me outside, if 
they arrest me, they will kill me." He hung 
up and looked outside. The street was 
quiet except for the troops standing guard. 
“Twining says, ‘you are not an American 
citizen, we cannot help you’,” Chakrapong 
reported. 


| 
It was the queen’s negotiating that even- 


tually bore fruit. Chakrapong was in- 
formed that Prince Ranariddh — his half- 
brother and nemesis — had agreed to al- 
low him to leave Cambodia. 

By 10 a.m., diplomats and reporters be- 
gan to gather on the street, to the relief of 
the prince. A military officer called from 
downstairs to say that troops were coming 
into the room. Chakrapong turned to me: 
“Please do not leave me. I will only leave if 
you go with me to the airport in the same 
car. They may not take me to the airport.” 

There was a strong knock on the door. 
Co-Interior Minister You Hokry and Am- 
bassador Twining entered, leaving a score 
of heavily armed soldiers and security po- 


lice in the hallway. “We will promise your | 
_ April visit to Indonesia aroused suspicions 


safety to the airport. I promise there will be 
no guns on the plane," You Hokry told 
Chakrapong. 

The minister summoned his men. In a 
bizarre scene, the security police entered 
the hotel room on their knees, their palms 
pressed together above their heads in 
deference to royalty — and went about the 
business of preparing to send Chakrapong 
out of the country. 

Shoved into a Mercedes with black- 
tinted windows, Chakrapong was whisked 
in a convoy of cars through blocked-off 
streets to the airport. For me, the four-and- 
a-half-hour drama ended there. Alone, the 
prince disappeared into a Malaysia Air- 


lines aircraft that had been held up on the | 


tarmac to carry him into exile. a 
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By John McBeth in Jakarta 


state of anarchy exists on Galang is- 
A land, the Indonesian home to 8,000 

long-staying Indochinese boat peo- 
ple. Realising that they had no hope of re- 
settlement in a third country, and that re- 
patriation back to Vietnam was their only 
remaining option, about 200 hard-core asy- 
lum-seekers virtually took over the island 
camp two months ago. 

Two recent developments have rein- 
forced fears among these diehard asylum- 
seekers that their days on 16-square-kilo- 
metre Galang, south of Singapore, are 
numbered. The Indonesian Government 
has made no secret of its ambitious plans 








Boat people: dilemma for Jakarta. 


to turn the island into an industrial zone. 
And Vietnamese Premier Vo Van Kiet's 


among the asylum-seekers of a secret Ja- 
karta-Hanoi repatriation agreement. 

A senior Indonesian Government offi- 
cial recently confirmed the stand-off on 


| Galang. The latest flare-up came seven 


months after the resettlement countries (the 
biggest being the United States, Australia 
and Canada) completed their screening of 
the asylum-seekers on the island. Follow- 
ing the screening, 7,460 Vietnamese and 
460 Cambodians were left without any 
hope of asylum. "This has now become a 
very sensitive issue," says the Indonesian 
official. “The Vietnamese diehards who 
have been screened out are trying very 
hard to be screened in." 

The Galang Vietnamese are the residue 
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of 145,000 boat people who have landed in 
Indonesia since the late 1970s. Of that 
number, 132,000 have been resettled fol- 
lowing the processing of their cases during 
Galang’s first 10 years of life. However, 
since 1989, when the so-called comprehen- 
sive plan of action to put a definitive end 
to the boat-people crisis was signed by 
Vietnam, the resettlement countries and 
the United Nations High Commissioner for 
Refugees (UNHCR), another 4,500 people 
have been voluntarily repatriated. 

The Vietnamese Government has said 
it is not willing to accept displaced people 
who have been forcibly repatriated. That 
seems to leave the Indonesians with 
gradual persuasion as their only recourse. 
“The whole idea is to get rid of them,” says 
one Western diplomat. “They’ve whittled 
them down, but now they’ve reached the 
hard core, things have started to get seri- 
ous.” 

The Indonesian army has doubled the 
size of its security force on Galang to about 
50 from 25. But Jakarta has been reluctant 
to take any strong action because of the 
danger of bloodshed, perhaps even from 
the protesters inflicting wounds on them- 
selves. It would also be out of character for 
a country that has treated the boat people 
well. It is generally agreed that life for the 
asylum-seekers was perhaps too comfort- 
able on Galang. 

While the UNHCR continues to provide 
food and medicine in the camp, it has with- 
drawn its 20 workers because their safety 
could not be guaranteed. Though the pro- 
testers are not armed, “We are dealing with 
desperate people here who are ready to do 
anything to get sympathy from the inter- 
national community,” says one refugee of- 
ficial. “Our concern is that if that hap- 
pened, it could trigger a strong reaction 
from the Indonesians.” 

Officials say there have been two self- 
immolation cases since the crisis devel- 
oped. The first one in April is being treated 
with suspicion because the dying victim 
reportedly told medical workers: “They 
killed me.” The second incident in May 
was a confirmed suicide. 

Says an official: “I think the hard core 
among them are trying to stir up feelings . 

. it seems to me as if they're trying to 
show to everyone that this man sacrificed 
his life so the rest of the camp population 
could be resettled.” Ironically, many of the 
asylum-seekers cannot let go of the dream 
of a good life in the West even though Vi- 
etnam is set on the path towards becoming 
Asia’s next economic miracle. a 
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Eros Djarot, editor of DeTik, speaks to demonstrators. 


Widening 
Ripples 


Magazine closures 
continue to stir opposition 


By John McBeth in Jakarta 


ver since the Indonesian Govern- 
E ment closed his afternoon daily Sinar 

Harapan in 1986 for publishing a list 
of important business monopolies, Aris- 
tides Katoppo has lived in a sort of jour- 
nalistic twilight zone. 

"I'm the ghost,” laughs the affable for- 
mer managing editor and deputy pub- 
lisher, who wears trademark sandals and 
sports a crudely trimmed beard. "I'm the 
head that has been decapitated." 

Sinar Harapan resumed life three 
months later as Suara Pambaruan and re- 
mains Jakarta's main afternoon paper. But 
for Aristides, who was permitted to keep 
his office but not his former title, it has 
never been the same. "It had a chilling ef- 
fect,” he recalls. “If we had been going at 
100 kilometres per hour before, we came 
down to less than 50 after that. It wasn't 
just us. The others felt it too." 

Aristides has little doubt that the June 
21 closure of the three weekly publications 
Tempo, DeTik and Editor is designed to 
achieve the same result. Information Min- 
ister Harmoko rules out the restoration of 
the licences, but says he may issue the 
magazines with new ones — although al- 
most certainly under new names, new edi- 
torial boards and perhaps other conditions 
that would affect their credibility. 

Harmoko, who is also chairman of the 
ruling Golkar party, suffered through boos 
and catcalls when he appeared at a June 29 
parliamentary hearing that stretched into 
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the early morning hours. De- | 
fending his use of a ministerial - 


decree in contradiction of the 
amended 1982 Press Act, which 
expressly forbids newspaper clo- 
sures, the minister claimed the 
magazines had not been banned. 
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had been revoked. 


content is contrary to the Pan- 


tioned in the legislation, but the 





gion, ethnicity, race and tribal 


affiliation that the government | 
deems potentially harmful to national | 


unity and thus taboo. 


The format of the parliamentary hear- | 


ing, in which each of the 18 committee 
members read out their questions before 
the minister spoke, meant there was no di- 


rect questioning and no possibility of a | 
follow-up. In fact, Abu Hasan Sazili, who | 


is committee chairman and deputy chair- 
man of Golkar's parliamentary faction, 
pointedly refused to allow interjections by 
opposition politicians anxious to clarify 
some of Harmoko's explanations. 


In general, the government seemed al- | 


most defensive in its attitude towards the 
banning. That was illustrated in private 
conversations with officials, in the way the 
military sought to distance itself from the 


issue, and by the tiny Rps 2,000 (95 U.S. | 
cents) fines meted out to the 20 protesters | 


arrested at a June 27 protest. Harmoko's 
unusual night-time appearance at parlia- 
ment also seemed designed to limit the 
coverage in the following day's papers. 
Earlier media closures have been 
greeted with a sullen silence in Indonesia. 
What has made the difference this time is 
the government's policy over the past two 
years of "openness." In giving birth to a 
more adventurous form of journalism, the 
more relaxed political atmosphere not only 
raised expectations among the reading 
public, but gave leading-edge publications 


like Tempo and particularly the weekly tab- | 
loid DeTik a taste of what their role in soci- | 


ety might be if political controls continued 
to loosen. 


The editors of Tempo and DeTik, how- 


ever, are in a dilemma. On the one hand, 
they are worried about the fate of their staff 
and the close, family-like atmosphere that 


evolved at the two publications. But they | 


feel they must also publicly fight the clo- 
sures or they will appear to have betrayed 
other activists who have helped champion 
the cause of press freedom. "We're closely 


following what Tempo does," one student | 
leader says. "If it compromises with the 
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Instead, he argued, their licences 


Harmoko also pointed to Ar- | 
ticle 11 of the Press Act, which | 
prohibits publications whose | 


casila state ideology. Communist | 
literature is specifically men- | 


minister said Tempo was guilty | 
of infringing SARA — the acro- | 
nym for the four issues of reli- | 
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government to rehabilitate the magazine, 
then we will be very upset." 

Hopes among journalists and their sup- 
porters for widespread protests against the 
closures were soon proved unrealistic. 
While there has been broad public sympa- 
thy, including gestures ranging from let- 
ters to the editor to presents of cakes sent 
to the offices of the banned magazines, 


Indonesia's middle class is neither big | 


enough nor rich enough to worry about 
press freedom when livelihood considera- 
tions intrude. International reaction was 
also muted, confined to statements of 
concern from the United States and by vis- 





iting Australian Prime Minister Paul Keat- | 


ing. 
Still, Keating did raise the issue in a per- 
sonal meeting with President Suharto, and 
behind the scenes Australian officials 
pressed the Indonesians to issue new li- 
cences as soon as possible. Diplomats say 
the government must get the controversy 
behind it well before November's Asia- 
Pacific Economic Cooperation summit, 
when 3,500 journalists from around the 
world are expected to descend on Indone- 
sia. 

The closure of the magazines had an 
immediate impact on the press. While most 
recorded the day-by-day developments, for 
example, none carried any pictures of the 
incident on June 27 in which police and 
soldiers used rattan canes to beat unarmed 
demonstrators outside the Information De- 
partment. 

Intelligence sources in Jakarta say secu- 
rity forces came down hard to end the pro- 
tests because of the proximity of the dem- 
onstrators to the presidential palace. They 
were also concerned 
about networking 
among various ac- 
tivist groups and the 
possibility that the 
movement would 
gather momentum. 
That would explain 
why soldiers at one 
point surrounded 
the Indonesian Le- 
gal Aid Foundation, 
from where some of 
the demonstrations 
were being coordi- 
nated. 

So what does the future hold now that 
the dust has begun to settle? Australian 
scholar Harold Crouch and other Indone- 
sian analysts say the media crackdown re- 
flects political undercurrents that can only 
grow more turbulent as the issue of Suhar- 
to's possible succession when his current 
term expires in 1998 grows more urgent. If 
that is the case, then editors will have to 
track very closely the government's shift- 
ing threshold of tolerance if they are to 
keep pushing at the limitations on press 
freedom in the country. » 
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DIPLOMACY 


Getting Down 
To Business 


Pragmatism rules in 
India-Russia ties 





By Hamish McDonald 
in New Delhi 








Minister P. V. Narasimha 
Rao, a Russian band 
struck up the Hindi 


Hai Japani (My shoes are 
Japanese). The song’s lyr- 
ics list the singer’s for- 
eign garments from head 
to toe — including a red 
hat from Russia — but 


is still Indian. The song 
was a hit in the former Soviet Union, where 
Hindi movies were quite popular. 

For a fleeting moment, perhaps, Rao 
must have wished the Russians were still 
wearing red hats. His June 29-July 2 visit 
to Russia saw New Delhi and Moscow 
moving closer again after the disruption in 
their relations that came with the break-up 
of the Soviet Union in 1991-92. But it also 
showed the Russians are not letting any 
sentiment come in the way of profit. 

Shortly before Rao arrived, the Russians 
made known their intention to auction off 
part of the Rs 360 billion (US$11.4 billion) 
debt India still owes Moscow, mostly for 
purchases of Soviet military equipment. 
The Indians are worried that such a move 
would encourage trade speculators who 
could grab vast amounts of rupees at a dis- 
count, corner India’s supplies of tea and 
other commodities, and then divert them 
through Russia to displace India’s direct 
exports in hard-currency markets. 

The willingness of the Russians to sell 
hi-tech weapons to anyone with the cash 


| — Su27 fighters to China or MiG29s to 


Malaysia — even raised concern that Mos- 
cow would sell advanced weapons to In- 
dia's arch-rival Pakistan. Rao got a quali- 
fied undertaking from Russian President 
Boris Yeltsin that Moscow had no plans to 
sell arms to Pakistan, and in any case 
would consult India beforehand. 

But on the debt-auction plan, the Rus- 
sians were firm. However, they said that 
the amount sold to bidders in any year 
would be about half India's annual repay- 
ments of Rs 30 billion. Russian trade offi- 
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Rao: rupee debt fears. 


cials estimate the rupees will find buyers 
at about 20% below their official value. In- 
dian Commerce Minister Pranab Muk- 
herjee, who accompanied Rao, said Rus- 
sian leaders promised to ensure that the 
rupees would remain in the hands of Rus- 
sian importers. He also said Russia would 
return as a consistent buyer of India's tea, 
tobacco and soybeans. 

If so, the rupee debt auction may help 
the Russians increase their purchases from 
India. India's exports to the Soviet Union 
peaked at Rs 52.5 billion 
(then over US$3 billion) 
in 1990-91 (April-March). 
In 1993-94, Russia bought 
only Rs 8 billion of Indian 
goods. Commerce Minis- 
ter Mukherjee thinks 
trade will pick up sharp- 
ly over the next two 
years. 

Military deals an- 
nounced during Rao's 
visit assure the Russians 
the central place in In- 
dia’s defence purchases. 
Several Russian defence- 
industry agencies, in- 
cluding the Mikoyan De- 
sign Bureau, will form a 
joint venture with Hindustan Aeronautics 
to set up a US$400 million workshop in 
Bangalore to overhaul Russian aircraft 
used by Indian and other regional armed 
forces. It was also confirmed that Russian 
agencies would get most of the work in 
refurbishing the Indian Air Force's MiG21B 
ground-attack fleet. 

Yeltsin also extended the term of a 
US$830 million credit line opened in 1992 
to allow India to buy Russian equipment. 
This credit line, mostly unused so far, re- 
mains open until 1996 and may be used to 
buy more aircraft. India may buy another 
36 MiG29s. 

Rao saw the “path-breaking” achieve- 
ment of his trip, however, as a declaration 
signed with Yeltsin on protecting the inter- 
ests of “pluralistic” states. This pointed to 
threats to countries such as India and Rus- 
sia from ethnic and religious sub-national- 
ism. It was not made clear what New Delhi 
and Moscow could do about such threats. 
“The declaration is high on symbolism, 
short on specifics,” commented K. K. 
Katyal, diplomatic editor of The Hindu 
newspaper. 

Moscow may take the declaration as In- 
dian backing for its efforts to protect the 
position of the 25 million ethnic Russians 
still living in the former Soviet republics of 
Central Asia. For its part, New Delhi took 
particular comfort in the declaration’s state- 
ment that India and Russia have already 
exercised their right of self-determination 
as indivisible nations. Russian support for 
India's rejection of a plebiscite on Kashmir's 
future was thus seen as axiomatic. a 
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Patten's Progress 


Despite passage of reforms, China seems ready to talk 





By Louise do Rosario in Hong Kong 





hina had a swift reply when Hong 
Kong's Legislative Council (Legco) 
finally passed Governor Chris Pat- 
ten's package of political reforms in the 
early hours of June 30. On July 1, the sen- 
ior Chinese official responsible for Hong 
Kong unveiled an electronic signboard in 
Beijing that will count off the number of 
days to go before the handover to Chinese 
rule. On its first day of operation, the board 
showed 1,097 days, exactly 
three years and counting. 

Legislators in Legco, who 
have been bombarded for two 
years by Beijing's violent con- 
demnations of the Patten re- 
forms, hardly needed remind- 
ing that their lengthy delibera- 
tions might count for nothing 
in a few years. Indeed, a coun- 
ter proposal by the business- 
oriented Liberal Party that 
would have sharply reduced 
the size of the electorate was 
defeated by only one vote be- 
fore Legco finally approved 
the Patten package by the rela- 
tively comfortable margin of 
32-24. 

The governor's reforms, 
first proposed in October 1992, 
will expand Hong Kong's electorate and 
make Legco and local government coun- 
cils more democratic. With Legco's green 
light, more Hong Kong people can vote 
and more candidates can stand for election 
in local polls scheduled to be held over the 
next 15 months. "This is our last-ditch ef- 
fort to have a system of elections that will 
preserve Hong Kong's rule of law and way 
of life,” liberal legislator Martin Lee said in 
a statement. 

The proposal for limited electoral re- 
forms has been the major source of friction 
between Britain and China in the past two 
years. China has accused Britain of using 
the reforms to stir up trouble in Hong 
Kong, while Britain has insisted that more 
democracy is necessary to maintain the 
colony's prosperity. Now that political re- 
form is a certainty, however, China finally 
appears ready to put aside the dispute and 
move on with urgent matters relating to its 
takeover of Hong Kong. 

One sign of the thaw is China's recent 
willingness to give up 25 of the 39 sites 
currently occupied by the British garrison 
for commercial development — something 
it had resisted for seven years. There are 





fears, however, that the improved bilateral 
relations might work too well. "Often in 
the past, common ground between Britain 
and China has been bad news for Hong 
Kong," warned Lee, referring to past deals 
the two countries have made without con- 
sulting the colony. 

Another concern is that a more inde- 
pendent Legco could cause problems for 
both its present and future political mas- 
ters. In recent months, Legco has become 
more assertive in its demands, pushing for 
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Patten, the students' hero, gets the green light for electoral reform. 


measures such as cuts in property taxes 
and utility charges. For the moment, Pat- 
ten can still rely on three ex-officio Legco 
members and a clutch of appointees to tilt 
the balance in his favour when needed. 

But with many more popularly elected 
politicians due to arrive in Legco by 1995, 
there may be "more conflicts" between 
Hong Kong and its two political masters, 
warns Lo Chi-kin, secretary general of 
Meeting Point, a small political party. Al- 
though the last pre-1997 Legco will last for 
only 21 months, "it's a long time in terms 
in politics," says Lo. 

That is one reason Hong Kong remains 
divided over the long-term merits of the 
political-reform package. Conservative 
businessmen, keen to maintain the status 
quo, are unhappy that new electoral ar- 
rangements will allow the public a greater 
say in politics. "Business people are very 
worried that with the new system, you'll 
get a lot of radicals in the legislature. And 
that they (radicals) will ask for big spend- 
ing in social welfare," says Tsang Yok- 
shing, who heads the pro-Beijing Demo- 
cratic Alliance for the Betterment of Hong 
Kong. 
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One of the concerned businessmen is 
Chim Pui-chung, a Legco member who 
voted against Patten's package. "The new 
arrangement will favour the working class 
and pro-democracy people. If these ele- 
ments are allowed to control Legco, they 
will exercise undesirable pressure and will 
be a threat" to Hong Kong's prosperity, he 
says. 

Others like Lo are jubilant about the 
outcome. "It's good news for democratic 
forces in Hong Kong. It will be very valu- 
able experience for Hong Kong. After a 
relatively high degree of democracy in 
1995, Hong Kong can then decide whether 
it wants to go back to the old system or 
not," he says. 

For the moment, most are relieved that, 
with political reform no longer an issue, 
the government can concentrate its ener- 
gies on other pressing prob- 
lems such as housing and cor- 
ruption. "Now that is behind 
us. We must move on. That's 
a chapter which is closed," 
Patten said after the Legco ses- 
sion. 

Since his arrival in mid- 
1992, Patten has been largely 
preoccupied by the issue of 
political reform, leading some 
to label him as a single-issue 
governor. In his landmark ar- 
rival speech, Patten proposed 
lowering the voting age and 
abolishing all appointed seats 
for elected government bodies, 
including Legco. More impor- 
tantly, he suggested that 40 of 
the 60 Legco seats be open to 
limited election in 1995 by an 
estimated 2.5 million voters — a drastic 
deviation from China's idea of a small, 
easy-to-control electorate for Legco. Legco 
members now include appointees, directly 
elected politicians and others selected as 
representatives of narrowly defined indus- 
try groups. 

For about a year, Hong Kong looked on 
nervously as Britain and China tried in 17 
rounds of high-level negotiation to reach a 
compromise on Patten's proposals. The 
talks finally broke down in late 1993. Pat- 
ten then published the reform legislation a 
few months later, leaving Legco with the 
final say. Legco, usually an unexciting fo- 
rum for discussion of government policies, 
rose to the occasion. Directly elected politi- 
cians led by the United Democrats of Hong 
Kong supported Patten's package, even 
though they criticised him for not going 
far enough. But the Liberal Party, compris- 
ing businessmen and professionals ap- 
pointed by the previous Governor, David 
Wilson, came up with an alternative, much 
more conservative alternative. 

Taking its cue from China's stated pref- 
erence for a smaller electorate, the party 
proposed cutting the electorate for 30 
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Legco seats to 120,000 from Patten's pro- 
posed size of 2.5 million. "The party was 
trying to please China," notes John Chan, a 
lecturer of politics and public administra- 
tion at the University of Hong Kong. 
What followed was high drama for 


Hong Kong's usually somnolent political | 


scene. For days, there was intensive arm- 


twisting by both sides; Patten invited un- - By Charles Smith in Tokyo 


decided legislators to his residence for 
heart-to-heart chats, while the Liberal Party 
continued lobbying even during the Legco 
debate. In the event, the casting vote lay 
with legislator Martin Barrow, a director of 
the British hong Jardine Matheson. 

^| have thought long and hard about 
the line to take and it has been a very diffi- 
cult decision," Barrow said in a statement. 
He decided to abstain because "the scales 
should be tipped by people whose home 
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Strange Bedfellows 


Expediency wins out over ideology in coalition politics 


part in the politics of Nagatacho,” the 


| | ts not as if policies ever played much 


has been and will be Hong Kong for gen- | 
erations to come." Simon Ip, another legis- 


lator who abstained, also dropped his ini- 
tial support for the Liberal Party because 
of great pressure from his legal constitu- 
ency. The party's motion was defeated by 
a single vote. 

Illustrating the deep division in Legco, 
another proposal made by fiercely inde- 
pendent legislator Emily Lau was also de- 
feated by one vote. Lau wanted universal 
suffrage for all 60 Legco seats, a proposal 
initially considered too radical even by her 
other pro-democracy allies. Lau's proposal 
was brushed aside as being quixotic, but 
gathered strength in the wee hours of the 
debate. By then, some members of the Lib- 
eral Party had left, and an anxious Finan- 
cial Secretary Hamish Macleod, an ex- 
officio Legco member, was busy asking 
others to stay behind to ensure there were 
enough opponents to the bill. 


Despite its objections, Beijing won't be | 


able to completely ignore the popular man- 
date that politicians elected under the re- 
formed system will gain, analysts say. That 
is why Tsang's party, with close ties to 
China, has consistently said it will take part 
in the coming elections even though it op- 
poses Patten’s policies. 

If China has not fared well in the epi- 


sode, is Patten the winner then? Some like | 


Lo think so. Patten has managed to have 
his cake and eat it too, they argue, refusing 
to kow-tow to China on the reforms while 
at the same time managing to get China's 


agreement on crucial handover issues such — 


as the disposal of military sites. "That's 
quite an achievement in itself,” notes Lo. 
Others like Tsang are not so sure. "Pat- 


ten wants two things. First is the honour- | 


able duty to set up democratic institutions 


in Hong Kong before Britain's departure. | 


Another equally important one is to have 
some kind of working relationship with 
China." The governor has failed miserably 
on the second count, Tsang notes. "Patten 


has not been able to meet with Chinese | 


leaders to date." bet 
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legislative district of Tokyo, says politi- 
cal commentator Dan Harada. 

Japanese political parties have sought 
and held power for decades on the basis of 
personal trade-offs and contacts between 
party and faction leaders, rather than 
shared ideas or common ideologies. But 
the formation of a coalition government by 
the conservative Liberal Democratic Party 
(LDP) and the Social Democratic 
Party of Japan (sppP}) under the 
leadership of the latter’s chair- 
man, Tomiichi Murayama, has 
taken the politics of expediency 
to new lengths. 

Murayama became prime 
minister on June 29 when 261 
members of the 511-strong 
lower house of the Diet, or par- 
liament, voted for him in a run- 
off ballot for the leadership. He 
defeated the former prime min- 
ister and LDP member, Toshiki 
Kaifu, who ran as the candidate 
of the outgoing coalition headed 
by Tsutomu Hata. But analysts 
suggested that Kaifu — a last- : 
minute defector who an- 
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By Jonathan Friedland in Tokyo 
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. Jiro Saito's worst nightmare just came 


true. The top bureaucrat in Japan's pow- 
erful Finance Ministry just got as his new 
boss an independent-minded politician 
with. whom he has previously clashed. 
And that politician, Sakigake party chief 
Masayoshi Takemura, wasted no time in 
picking up cudgels. 

In his first statement as finance minis- 
ter, Takemura departed from the script 
followed by his three predecessors over 
the last year. He hammered Saito’s cher- 
ished proposal to link a multi-year in- 
come-tax cut needed to stimulate eco- 
nomic growth to an offsetting hike in the 
consumption tax designed to leave gov- 
ernment accounts in the black. 

While more tax cuts are immediately 
“necessary” to spur a recovery, said the 
new overseer of the nation’s purse 
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nounced his candidacy only hours before 
the vote — might have won if he had acted 
earlier. “The LDP-SDPJ alliance was a politi- 
cal freak which ought to have failed and 
very nearly did," says Nobumichi Izumi, a 
political editor at the Nihon Keizai Shimbun, 
the leading Tokyo business daily. 

The LDP and the spry are linked by a 
common dislike of Ichiro Ozawa, the re- 
formist politician who started the turmoil 
in Japanese politics when he founded the 
Japan Renewal Party (RP) with a group of 
LDP rebels in the summer of 1993. But 





New and old: Murayama and Hata (right). 


strings, “government must first seek con- 
crete programmes to cut its own waste 
and to rectify unfairness in the current 
tax system instead of immediately dis- 
cussing a tax hike." The message was 
clear: the new cabinet of Social Demo- 
cratic Party of Japan Chairman Tomiichi 
Murayama will accentuate growth over 
fiscal rectitude. 

At a stroke, Takemura aimed to bur- 
nish his unlikely coalition's populist cre- 
dentials and to warn Saito and his col- 
leagues that — at least for the life of the 
current government — they'll have to 
pay lip service to the notion that politi- 
cians have the final say on any economic- 
policy initiative. He also managed to all 
but guarantee that the tax-reform argu- 
ment will continue for months to come. 

"There is considerable uncertainty 
about where we are headed on the tax 
issue,” says Mikio Wakatsuki, a former 


JULY 14, 1994 





there is little sign that the 
two parties agree on any 
of the major issues facing 
Japan. The composition of 
the Murayama cabinet, 
which gave a majority of 
key jobs to members of 
the numerically larger LDP, 
may have exaggerated the 
policy rift between the 
two parties. 

"The socialists appear 
to have filled the five cabi- 
net posts allotted to them 
under their deal with the 
LDP with members of the 
party's ideological left," 
says Hisanori Nishimura, 
director of political affairs 
for the Japan Trade Union Confederation 
(Rengo). A traditional supporter of the 
SDPJ, Rengo has been openly critical of the 
new government. The 13 cabinet posts al- 
lotted to the LDP, on the other hand, went 
mainly to party veterans picked on the ba- 
sis of seniority. 

The small Sakigake party, which holds 
two seats in the 20-member cabinet, could 
in theory act as a bridge between the LDP 
and the socialists, suggests political com- 
mentator Minoru Morita. But other ana- 
lysts stress that Sakigake holds strong 
views on tax reform and relations with 
North Korean — two of the crucial issues 
facing the new government — and that 
could put it at odds with groups in both of 
the coalition's larger parties. 

Sakigake leader Masayoshi Takemura, 
who holds the post of finance minister in 
the new cabinet, is unlikely to accept pres- 


vice-governor of the Bank of Japan who 
now heads the Japan Research Institute. 
“At the very least, a socialist-led govern- 
ment will have to pretend to be looking 
at various options, and that means things 
won't go as smoothly as the Finance Min- 
istry was planning." 

The markets shuddered at the possi- 
bility of an extended period of conflict 
over domestic economic policies. Indeed, 
as Takemura spoke on the need to move 
ahead with tax cuts, the new director 
general of the Economic Planning 
Agency, Masahiko Komura, was telling 
reporters that a hike in the 3% consump- 
tion tax was not only necessary but de- 
sirable. 

The yen, already lofted by fears that 
Tokyo wasn't doing enough to curb its 
external surplus by stimulating domestic 
demand, was the focus of most of the 
anxiety. It touched a post-war high of 
97.68 to the dollar the day Murayama 
named his cabinet. 

It isn't only the issue of tax reform that 
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Takemura will give the 
bureaucrats a hard time. 


a sures from the LDP’s con- 
servative majority for an 
increase in direct taxation, 
suggests Masaru Yoshi- 
tomi, vice-chairman of 
Long-Term Credit Bank of 
Japan's research institute. 
He cherishes a rather 
strong dislike for senior 
Ministry of Finance bu- 
reaucrats [who also advo- 
cate tax increases] and he 
may be more interested in 
getting his own back on 
the ministry than agreeing 
on a new package of tax 
measures. 

Foreign affairs could 
be another divisive issue 
for the Murayama cabinet — though the 
risks now appear less alarming than at the 
height of the crisis over North Korea's 
suspected nuclear-weapons programme. 
LDP leader Yohei Kono, who plays the 
dual role of deputy prime minister and 
foreign minister in the new government, 
is an LDP "dove" who opposes closer 
Japanese involvement in United Nations- 
sponsored peace-keeping operations. 
Kono does not believe Japan should be in 
à hurry to seek permanent membership of 
the UN Security Council, either. Analysts 
say his pacifist instincts make Foreign 
Ministry bureaucrats uneasy, and could 
create problems in Tokyo-Washington re- 
lations. 

If the Murayama cabinet runs into diffi- 


culties over tax policy, or over the question | 
of how Japan should modify its constitu- | 


tional ban on overseas deployment of 


is likely to vex Japan's new government. 
Commitment to deregulating the eco- 
nomy also varies widely within the 
cabinet and bureaucracy, a fact under- 
lined prior to Murayama's ascension by 
the wishy-washy market-loosening 
package prepared by Tokyo under for- 
mer Prime Ministers Morihiro Hoso- 
kawa and Tsutomu Hata. 

So far, Murayama and his team have 
been accorded a generally frigid recep- 
tion by Japan's big-business commu- 
nity. Yoshinari Yamashiro, chairman of 
giant steel maker NKK, even went so far 
as to say that "Japan will collapse if this 
administration lasts too long." 

But other analysts are sanguine. “A 
Murayama-led government does not 
represent a reversal in Japanese politics, 
partly because it is not clear that either 
the Hosokawa or Hata governments 
represented as much change as they 
were given credit for in the first place," 
notes Peter Morgan, chief economist of 
Merrill Lynch Japan. w 
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troops to support UN peace-keeping ef- 
forts, ^we may submit a vote of no confi- 
dence against the government, and we 
ought to have a good chance of winning," 
says Yoshio Terasawa, an Upper House 
member of the small Japan New Party 
(INP). Terasawa, who headed the Economic 
Planning Agency in the short-lived cabinet 
of former Prime Minister Hata, believes 
economic-policy issues could become a 
minefield for the government by Septem- 
ber or October because of the threat to re- 
covery posed by the rapidly appreciating 
yen. 

But other analysts are less inclined to 
write off Murayama's chances of survival. 
^We have to distinguish between the new 
government's chances of taking significant 
legislative action and its chances of staying 
put, at least until after the completion of 
the 1995 budget,” says the Nihon Keizai 
Shimbun's Izumi. “The budget is a tradi- 
tional source of patronage for Japanese 
politicians, and the LDP will want to be in- 
volved in distributing the ‘goodies’ even if 
this means making more concessions on 
policy to the socialists.” 

However, few analysts expect an early 
shift of control back to the so-called reform- 
ists. “While the LDP and the socialists may 
not know what to do with their power, 
there’s every reason to think they know 
how to hang on to it,” says an analyst. m 
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Peter Tasker is an investment strategist in Tokyo at Kleinwort 
Benson International and author, most recently, of Can Japan 
Revive?, which will be published later this month by Kodansha. 


The Revisionists’ Last Stand 


ith a little known socialist taking 
W the Japanese premiership, 

the Clinton administration might 
be tempted to intensify its hard line on 
trade relations at the G7 summit in Naples. 
That would be a bad mistake. Indeed, the 
“revisionist” thinkers who have had such 
a potent influence on the administration's 
Japan policy may need to revise their own 
thinking pretty fast. 

In a matter of months, their promotional 
work on behalf of U.S. business and inter- 
ference in the domestic Japanese debate on 
issues such as taxes and public spending 
will be seen to be resting on very shaky 
premises. Their problem is simply that Ja- 
pan is on the verge of a massive boom in 
imports that will owe nothing to the man- 
aged trade initiatives that they have been 
proposing and everything to normal com- 
mercial logic. 

To understand what is happening in 
Japan it is important to appreciate the limi- 
tations of politics in the narrow sense. In 
the West, the media, the general public 
and, of course, the politicians themselves 
have traditionally viewed the competition 
for political leadership as the driving force 
in society. This is flattering to all concerned, 
fostering a sense of control over deeper 
economic and social trends that may be il- 
lusory. For even in the most fiercely politi- 
cal societies there are serious limitations to 
the amount of “change” to the fundamen- 
tal conditions of life that can actually be 
effected by electing a Bill Clinton, a Tony 
Blair or even a Boris Yeltsin. 

In a society like Japan’s, the expecta- 
tions of politics as an engine of change 
have always been much lower. That does 
not mean that politics itself is not changing 
in profound ways. It is, as the collapse in 
affiliations indicates. The key point, how- 
ever, is that the career choices of Japanese 
politicians are attempts to catch up with 
what is going on rather than to lead it. 

So nothing could be more misleading 
than to identify “reform” with the discred- 
ited figure of former Premier Morihiro 
Hosokawa — a perfect example of the poli- 
tician as the victim of events. Before last 
summer's general election, he was the 
leader of a party that had only three seats 
in the Upper House of the Diet. Even after 
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By Peter Tasker 

the Liberal Democratic Party (LDP) had 
been voted out of power, Hosokawa’s Ja- 
pan New Party was only the fifth biggest 
political grouping. No one voted for him 
to become prime minister, and he prob- 
ably never expected it himself. Some good 
things were accomplished during his brief 
tenure, but he will always be remembered 
as a transitional and rather insubstantial 
figure. 

Indeed, the real story of what is hap- 
pening in Japan will be found not in the 
op-ed columns but on the business pages. 
The driving force behind these changes is 
Japan's first home-grown recession since 
the war, the result of a long series of bad 
misjudgments by the supposedly omnis- 





is Japan is on the 
verge of a massive 
boom in imports 
that will owe 
nothing to 
managed trade 
initiatives... g 





cient mandarins. In statistical terms, the 
recession is now ending, but the problems 
created will linger on for many years to 
come. The effect on business practices of 
the 70% plunge in corporate profits, for 
example, is worth several decades of 
“Structural Impediments Initiatives," 
“Framework Discussions” and the like. 
Such features of the post-war industrial 
landscape as the large-company employ- 
ment system and the strict demarcation 
between keiretsu — large groups of compa- 
nies linked by cross shareholdings — are 
increasingly being questioned, not from the 
standpoint of "fairness," but from the 
standpoint of business efficiency. Manufac- 
turers are stepping up procurement of 
components and materials from low- 
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labour-cost economies. Weak companies 
are going to the wall at the rate of one 
every 35 minutes. Technological autarky is 
being abandoned as a complex network of 
relationships develops between Japanese 
and American hi-tech firms. Best of all, the 
proliferation of private brands and price- 
busting by a new breed of aggressive dis- 
counter is driving down the cost of living 
by far more than the consumer price index 
suggests and increasing consumer choice 
dramatically. According to an index de- 
vised by the Seiyu supermarket chain, unit 
prices in its stores fell a remarkable 6% in 
1993. 


he clearest evidence for fundamen- 
I tal change is the double-digit growth 
in import volumes that has been tak- 
ing place despite the stagnation of domes- 
tic demand. Although Japanese car sales 
have been flat this year, sales of imported 
cars have risen 40%. Sales of imported 
beers have doubled, and aggressive mar- 
keting schemes by giant retailers such as 
Daiei and 7-Eleven guarantee further 
surges in imports of consumer goods. If, as 
is likely, an improvement in consumer 
spending is also on the way, the resulting 
boom in imports should truly be some- 
thing to behold. Note that between 1986 
and 1990 the increase in total Japanese im- 
ports was roughly equivalent to half the 
current import bill of France. That there is 
a cultural aversion to foreign goods has al- 
ways been a gross exaggeration. 

If the revisionists are smart, they will 
declare victory and withdraw. Otherwise 
they will be forced to continue to maintain, 
in the face of all the facts, that Japan is a 
closed economy dominated by a cabal of 
bureaucrats and business groups and 
therefore requires special, hard-line treat- 
ment. Apart from damaging their own 
credibility, the result of opting for this lat- 
ter course would be to continue to poison 
what is essentially a healthy and dynamic 
economic relationship. And the longer- 
term strategic implications of alienating Ja- 
pan — which apart from its financial, tech- 
nological and market power is the one 
Asian country that understands the impor- 
tance of open society values — should have 
little need of elaboration. » 
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Murder Most Foul 


Cleric's killing compromises pro-Pakistan insurgents 


By Hamish McDonald in Anantnag, Kashmir 


n the bridge leading into the town, 
Q this reporter's taxi is stopped by a 

swarm of boys waving sticks. They 
jump on the bonnet and roof and bang 
their sticks on the bodywork. The boys are 
diverted when another car pushes through 
the crowd, its windows shattered and its 
passengers cowering in fear. Our driver 
reverses at speed to the highway, where 
Indian police and soldiers keep traffic mov- 
ing freely. After leaving the car and quietly 
skirting the boys, now chanting azadi (free- 
dom), it is a long walk to Anantnag along 
empty streets and boarded-up shops. 

Anantnag is the centre of a murder 
mystery on which a lot could hang in 
Kashmir. On June 20, people in an outly- 
ing village came across the body of the dis- 
trict’s much-loved mirwaiz, or senior Mus- 
lim cleric, Qazi Nissar Ahmad. The 42- 
year-old Nissar had been shot twice in the 
head and once in the chest. In the fifth year 
of an uprising against Indian rule that has 
taken 9,400 lives, the death of this one man 
has left Kashmiris aghast. Where they pin 
the blame for the murder could greatly in- 
fluence the course of the secessionist move- 
ment, and either enhance or destroy the 
chances for political dialogue between 
New Delhi and Kashmiris. 

Indian police blamed the killing on the 
Hizbul Mujahideen, or Hizb, the strongest 
of the Muslim fundamentalist groups that 
want Kashmir to join Pakistan. Within 
hours of Nissar's body being found, Kash- 
mir's police chief, Mahendra Sabharwal, 
said the cleric had been abducted the night 
before by four men. One, Fayez Mir, alias 
Abu Bakr, was identified as a local com- 
mander of the Hizb. Nissar's body was 
dumped in the village of Bon-Dayalgam, 
virtually outside Fayez Mir's home. 

In a statement issued in Srinagar by its 
underground leader, Syed Salahuddin, the 
Hizb denied any involvement. Fayez Mir 
also declared his innocence, while the 
Jamaat-e-Islami, a religious movement 
aligned with the Hizb, blamed "govern- 
ment agents." 

Leaders of other militant groups have 
been cautious about blaming government 
agents, although they often allege that In- 
dian intelligence agencies insert "black 
sheep" into their ranks to discredit the re- 
volt. One reason for their caution: Nissar 
had left his house to attend a meeting with 
the Hizb. Abdullah Sheikh, Nissar's father- 
in-law, said the murdered man had re- 
ceived a letter from the militant group on 
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Kashmir vigil: complicated by murder. 


June 15. The missive expressed a desire for 
closer ties with Nissar's Ummat-e-Islami 
movement. At around 3 p.m. on June 19, a 
known Hizb sympathiser, Ghulam Nabi 
Rishi, came to escort Nissar to the meeting. 
Nissar went willingly, in a scooter-taxi 
driven by a local driver called Shafkat or 
Bablu. 

What happened next is unknown. Se- 
curity forces have conducted cordon-and- 
search operations around Bon-Dayalgam 
village, where Nissar's body was found, 
and the home of Fayez Mir. But neither the 
police nor the All-Party Hurriyat Confer- 
ence, an above-ground body representing 
34 insurgent groups, which is conducting 
its own investigations, has yet interviewed 
either Rishi or Shafkat/Bablu. 

For New Delhi, the murder was a 
propaganda godsend — what with angry 
crowds in Anantnag shouting slogans 
against the Hizb and Pakistan. Videotape 
of the protests was shown on the govern- 
ment-run Doordarshan TV network the 
same night, and for days national newspa- 
pers carried editorials that presumed the 
Hizb to be guilty. Indian authorities hope 
that Nissar's killing will reinforce what 
they believe is growing Kashmiri disaffec- 
tion with the insurgency. As police chief 
Sabharwal says: “The Kashmiris as a peo- 
ple are getting disenchanted with militancy 
because a lot of criminality has gotten into 
the militant ranks.” 
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Such disenchantment dovetails nicely 
with New Delhi's attempts to drive a 
wedge between Pakistani-backed groups 
and the Jammu and Kashmir Liberation 
Front (JKLF), a relatively secular indepen- 
dence movement. The JKLF’s commander- 
in-chief, Mohammad Yasin Malik, was re- 
leased from jail on May 17, ostensibly 
on health grounds. Two attempts on 
his life were staged soon after, for 
which the authorities immediately 
blamed the Hizb. 

Meanwhile, the government is try- 
ing to soften its approach in other 
spheres. There is talk of the army and 
paramilitary forces, with their repu- 
tation for harsh methods, being re- 
placed by police in Kashmir towns. 
Sabharwal, however, says this pro- 
cess hasn't yet begun. With the state's 
economy a shambles, the government 
is also trying to lighten the rigours of 
Kashmiris' daily life. On May 8, it al- 
located Rs 1.5 billion (US$50 million) 
to boost supplies of subsidised food- 
stuffs and other relief services. 

New Delhi's ultimate goal is to en- 
courage a substantial number of local 
leaders to stand in elections for a new 
state assembly. It also wants the poll- 
ing legitimised by a respectable turn- 
out of voters. Indian officials see the 
1992 Punjab election as a model. 
Some 200,000 troops provided secu- 
rity during that vote, which saw an 
acceptable 22% of the electorate cast their 
ballots despite a boycott call by Sikh mili- 
tants. 

So far, however, even moderate 
Kashmiris mock such hopes. "They can't 
do it,” says the JKLF's general secretary, 
Bashir Ahmed Bhat. "This is not the Pun- 
jab, but Kashmir. They need at least 76 local 
polling officials. I challenge them to find 76 
Kashmiris who will conduct the election." 

A week after Nissar's death, feelings 
were still running high in Anantnag. Be- 
sides being the leading cleric of the south- 
ern Kashmir Valley around the town, 
Nissar had been prominent in the 
Kashmiris' struggle for autonomy from In- 
dia. He was a founder of the Muslim Unit- 
ed Front, whose defeat in the 1987 state 
elections — widely regarded as rigged to 
favour pro-India parties — led to the seces- 
sionist insurgency. He spent two years in 
Indian jails, until his release in March 1992. 

Indian commentary has generally as- 
sumed that unless it was an act of terror to 
show no one is safe, the Hizb killed Nissar 
to discourage moderates from opening a 
dialogue with India or compromising the 
separatist goal. But there was no sign that 
Nissar was doing either. If the killing was 
meant to implicate Indian agencies, Hizb 
fingerprints were left all over the scene. 
While the Hizb’s guilt has not been proven, 
it is clear that this is one militant group 
more feared than loved. x 
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PAKISTAN 


Bare Knuckles 


All's fair in the war zone that is the country's politics 


By Ahmed Rashid in Lahore 


hey called each other honourable 

| members even as they crossed ver- 

bal swords. They never lied; they 

were merely less than candid. A fist was 

raised or an index finger jabbed in the air 

only to make a point of principle. The ques- 

tion of physical violence in Parliament was 
unthinkable. 

That was how it was meant to be. But 
Pakistan's parliament and its provincial 
assemblies have forgotten decorum and 
pay no heed to the hallowed norms of the 
legislature. MPs use their parliamentary 
immunity to abuse each other openly on 
the floor of the house, and resort to fisti- 
cuffs as and when they wish. The parlia- 
mentary rule book is honoured only in the 
breach. Even the speaker of the National 
Assembly has been physi- 
cally assaulted and literally 
thrown off his chair. 

The reason? The oppo- 
sition is going all out to 
destabilise the government 
of the ruling Pakistan Peo- 
ple's Party (PPP) — which 
is giving it back in spades. 
Opposition leader Nawaz 
Sharif is leaving nobody in 
doubt that he is out to 
make Pakistan ungovern- 
able for both Prime Minis- 
ter Benazir Bhutto and President Farooq 
Leghari. Both, he hopes, will be forced to 
resign. 

The political free-for-all prompted Razia 
Bhatti, editor of the monthly magazine 
Newsline, to write: "In the environment in 
which our political games are played out, 
corruption is the norm, truth an irre- 
levance, principled individuals an endan- 
gered species and politics is bloodsport." 

By their behaviour, Pakistan's politi- 
cians are once again overtly drawing the 
army into the business of governing — and 
thereby throwing into question the very 
future of democracy in their country. 
Along with the bureaucracy and the legis- 
lature, the military has long been a pivot of 
the troika of power. While the government 
is seeking the military's patronage and 
help in shutting up Sharif, the opposition 
is looking to the army to help dislodge 
Bhutto. Last year Bhutto succeeded in 
sucking the army into her conflict with 
then-Prime Minister Sharif. The army 
brought about Sharif's ouster, and fresh 
elections brought in Bhutto. 

Now it's Sharif's turn, and he's using the 
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targets the president. 


same tactics — log-jam- 
ming the administration 
and making a mockery of 
parliament. “The opposi- 
tion is trying to create a cri- 
sis of legitimacy and force the army to inter- 
vene, as it did in 1993," says a senior aide to 
the prime minister, adding: "Sharif wants 
the army to intervene at any costs." 

Leghari himself had to come down 
from the presidential heights to rebut 
charges that the army was being drawn 
into politics. “If anyone harbours any feel- 
ings or wishes that the army can come and 
upset anything, they are living in a fool's 
paradise," he asserted. 

The current tensions have once again 
raised debate in the press about the need 
to change Pakistan's parliamentary system 
to a presidential one. The army favours the 
latter, as do some influential thinkers. 
Shahid Javed Burki, a vice-president of the 
World Bank, says in a private paper that 
“there is a very wide and growing abyss 
between the economic and social aspira- 
tions of the people and the substance the 
political system is able to deliver." 

Sharifs principal target now is the 
president. Last year, Leghari, who is one of 
the biggest landowners in the country, sold 
a 210-hectare farm to six buyers through 
the Mehran Bank in Karachi. The buyers 
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Out to oust Bhutto: Murtaza 
campaigns in Sindh; (/eft) Sharif 


have yet to make themselves known, and 
subsequently Mehran came under a cloud 
for dishing out donations to politicians and 
generals. A judicial commission is investi- 
gating the bank's activities, and its chief 
executive, Younis Habib, is in jail facing 
fraud charges. 

Journalists have been shown 
the president's farm and land 
records, which clearly stated the 
land was sold legally. But Sharif 
is trying to demonstrate, unsuc- 
cessfully so far, that another, 
worthless piece of land was actu- 
ally sold, and that Mehran gave 
the president the money as a 
bribe. “If President Nixon could 
be forced to resign after Water- 
gate, why can't President Leghari 
be forced to resign after Meh- 
rangate?" asks Sharif. 

Amidst the charges and coun- 
ter-charges, Pakistani journalists 
— many rather unwillingly — 
have become part of a media cir- 
cus run by politicians. In searing 
summer temperatures, busloads 
of newsmen have been ferried by 
the opposition and the govern- 
ment to the deserts of southwest- 
ern Punjab province, there to see 
for themselves whether the Leg- 
hari farm exists or not. The jun- 
kets, two organised by the presi- 
dent's family and one by Sharif, 
prompted the usually pro-PPP 
Frontier Post to say: "The press 
should not be expected to serve as janitors 
for cleaning the muck that our politicians 
have become accustomed to spreading." 

Leghari says he has "made it very clear 
that this land sale was done absolutely le- 
gally.” Nonetheless, the president's repu- 
tation as a Mr. Clean has been sullied by 
his connection to Mehran Chief Executive 
Habib, and he is now on the defensive. He 
has gone on a media blitz, giving inter- 
views to the press in which he termed the 
opposition charges "a conspiracy to ma- 
lign the office of the president." But says 
opposition spokesman Mushahid Hussain: 
“We have put him in the dock. He cannot 
survive. The present situation is a continu- 
ation of the 1993 crisis." 

Leghari has promised to take Sharif to 
court. The Federal Anti-Corruption Com- 
mittee, meanwhile, announced it would file 
cases against Sharif and his two brothers 
for making false entries into bank accounts 
related to his industrial group, Ittefaq 
Foundries. Sharif in turn said he would file 
cases against government ministers for cor- 
ruption. The opposition then released the 
names of dozens of PPP members of parlia- 
ment who have allegedly been protecting 
bandits in Sindh province. Criminal gangs 
have terrorised Sindh through a spate of 
kidnappings, murders and armed robber- 
ies. The list was originally compiled by the 
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Clockwise from back-row left: Chieko Oyobe. All Nippon Airways; Misono Endo Japan Airlines; Liu Lin, China Southern Airlines: Kim So Yi 


Annie Hui L.F., Cathay Pacific Airways: Eiko Natsuyama Japan Air System; Sipang M 


mune, Korean Air. 


r ! J "4 24 on i; $2721 
amachtiamnauwim Thai Airways Internationa! 


Ihe7771s about a year away. These airlines aren't waiti ng. 


[ he 777 introduces a new generation in air travel. And Asia’s premier airlines — those that make comfort and service 


their competitive edge — are preparing for it now. All seven of the airlines represented here have the new 777 on 
order, and will achieve an even higher level of service because the 777 provides more room, plus the ability to offer 
more in-flight amenities and higher comfort levels. For these airlines the 


7/7 is a new way to express familiar traditions based on courtesy, respect for 


others, and pleasure in making guests feel welcome, honored and comfortable. 
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army in 1992 and given to the Sharif gov- | 


ernment. 
Prime Minister Bhutto faces other ma- 





jor problems. Business and industry went - 


on a two-day strike in protest at the intro- 


duction of a 15% sales tax and new powers | 


` Summit will make history, but will it make peace? 


of arrest given to income-tax collectors. The 
stand-off was only worsened by abusive 
debate between industrialists and senior 


bureaucrats, who called businessmen “tax | 


thieves.” To prevent further strikes and 
widening economic chaos, the government 
was forced to withdraw some of the pow- 
ers of the tax officers and has declared a 
moratorium on the collection of the sales 
tax until August 31. Since the budget in 
June, the inflation rate has risen by two 
percentage points, to 12.8%. The economy, 
meanwhile, is at a virtual standstill. 
Things are no better in the provinces. In 


Sindh, the prime minister's brother, Mur- | 


taza Bhutto, is whipping up sentiment 


against his sister. “I don't expect this gov- | 


ernment, which is already falling apart, to 
last beyond December, because corruption 
has crossed all limits," he declared as he 
received a hero's welcome in the Bhuttos' 
home town of Larkana. Meanwhile, mili- 


tants belonging to the Muhajir Qaumi — 


Movement (MQM) took their first revenge 
for the sentencing in absentia of their leader, 


Altaf Hussain, to 27 years in jail on terror- | 
ism charges. Six policemen were shot dead — 
in broad daylight outside the Deputy Com- — 
missioner's office in Karachi. Among them _ 


was a senior officer who had played a lead- 


ing role in helping the army to clamp down | 


on the MQM. Hussain is currently self- 
exiled in Britain. 


In the North-West Frontier Province, | 
opposition leaders went on hunger strike | 
to protest against alleged excesses by Chief | 


Minister Aftab Sherpao, who is trying to 
bulldoze more support for the ruling PPP 
in the provincial assembly. (He had earlier 
toppled the opposition-led government of 
the province, but won the no-confidence 
vote by a very slim majority.) 

In Baluchistan, there are acute tensions 
between the Baluch people and the Pash- 
tuns, who live in the north of the province. 
And in Punjab, the fragile alliance between 
the PPP and a splinter of the Muslim 
League is breaking down. 

Many observers of Pakistan's political 
scene say the country's democratic system 
is at its weakest since the lifting of martial 
law in 1988. Sharif and Bhutto are deter- 
mined to destroy each other, but the com- 
mon assumption is that they could both be 
ruined if the military decides to move. 

As Newsline editor Bhatti wrote: "What 














SOUTH KOREA 


Destination: Pyongyang 


By Shim Jae Hoon in Seoul 


ith characteristic bravado, North 
W Korean dictator Kim Il Sung has 

chosen a symbolic date for his 
first summit with South Korean President 
Kim Young Sam. The July 25-27 talks in 
Pyongyang will coincide with the anniver- 
sary of Victory Day, as North Koreans 
commemorate the 1953 armistice agree- 


| ment that ended the Korean War. 


The symbolism is appropriate. By 
pledging to freeze North Korea's nuclear- 
development programme and to allow lim- 
ited international inspection of nuclear fa- 
cilities, Kim Il Sung has pulled back from 
the brink of a confrontation with the 





United States and South Korea. In doing 
so, he has once again transformed a dan- 
gerous stalemate into a sham victory. 
South of the demilitarised zone, the 
summit has a significance of its own. It sig- 
nals that after trying to bypass South Ko- 
rea for years in pursuit of direct negotia- 


| tions with the U.S., Pyongyang has ac- 


cepted that the road to Washington passes 
through Seoul, South Korean analysts say. 

But Seoul hopes the first face-to-face 
meeting of the leaders of the two Koreas 
can go beyond its inherent symbolism to 
produce concrete progress towards reduc- 


| ing tensions on the peninsula. Whether it 


we are witnessing is the power struggle . 


that seems to go on in this country irre- 
spective of whether elections are held and 
elected governments are in place. It is a no- 
holds-barred game — and a dangerous 
game. That should have been a lesson 
learnt in July 1993." Li 
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does, analysts say, will give a strong indi- 
cation as to whether Kim Il Sung is willing 
to strike a workable deal with the interna- 
tional community over nuclear safeguards, 


| or is simply playing for time to develop 


nuclear weapons. 
The summit promises to be one of the 
most dramatic encounters since the divi- 
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Wary Northern soldiers (background) at Panmunjom. 


sion of Korea in 1945. Kim Il Sung, who 
battled the Japanese occupiers as a guerilla 
leader in the Korean-Chinese border region 
in the 1930s, is a contemporary of Stalin 
and Mao. The world's longest-ruling 
leader, he was installed in power by Soviet 
troops who occupied the northern half of 
Korea at the end of World War II. The 
Great Leader, as he as known to his peo- 
ple, wields total control over an isolated 
and impoverished country of 22 million. 

Kim Young Sam could not be more dif- 
ferent. The son of a Presbyterian fishing 
magnate, he was educated at elite schools. 
He spent most of his political life in the 
opposition, fighting dictatorship. And Kim 
was branded with a deep abhorrence for 
Pyongyang when he lost 
his mother to North Ko- 
rean assassins in 1960. 
Her portrait is displayed 
in a place of honour in his 
home. 

Both leaders will be 
paying homage to the re- 
unification of Korea, but 
their tones will be jar- 
ringly dissimilar. Kim Il 
Sung, reeling from the 
collapse of communism 
worldwide, has repeat- 
edly accused the South of 
trying to "strangle" the 
North. Aware that unifi- 
cation probably would 
mean absorption by the 
economically dominant 
South, Pyongyang's uni- 
fication policy can now be reduced to the 
simple slogan of One Nation, Two Systems 
and Two Governments — meaning main- 
tenance of the status quo. 

Kim Young Sam's tone will be one of 
reassurance, emphasising — as he has in 
the past — that South Korea does not in- 
tend to absorb the North. The stance seems 
genuine: having witnessed the enormous 
economic burden borne by West Germany 
for its rapid reunification with the East, 
Seoul is in no hurry to repeat the exercise. 

The image of the two Korean leaders 
meeting for the first time in half a century 
of division will send a powerful message 
around the world, opening the way for 
Pyongyang to escape its international pa- 
riah status. Indeed, Pyongyang was to 
resume talks on the nuclear issue on July 8 
in Geneva with the administration of U.S. 
President Bill Clinton, who was heading a 
campaign for international sanctions 
against North Korea only weeks earlier. 
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For Seoul officials, Kim 
Il Sung's agreement to 
meet with his southern 
counterpart also appears 
to signal his readiness to 
embark on the long pro- 
cess of negotiating peace 
with South Korea. "If 
everything goes well," 
Deputy Prime Minister 
Lee Hong Koo said after 
the two sides met in 
Panmunjom to arrange 
the summit, "relations be- 
tween South and North Korea will literally 
enter a new phase of reconciliation." After 
deriding South Korea for years as a U.S 
puppet, Pyongyang has recognised that it 
can't reach Washington without going 
through Seoul, says a specialist on North 
Korea. "It's an indication that North Korea 
is learning something from the nuclear cri- 
sis," he says of the summit. 

The Panmunjom agreement was by no 
means an unmitigated triumph for Kim 
Young Sam, however. He came under fire 
for agreeing to Pyongyang, the northern 
capital, as venue for the summit. Critics say 
the concession made it look like the South 
was bowing to nuclear blackmail. “We let 
North Korea dictate the terms of the meet- 
ing. We have a hard time understanding 
why the southern government is so impa- 


summit plans. 





Kim Young Sam: attacked over 


tient for the summit that it 
overlooks the importance 
of the venue,” fumed the 
influential Chosun Ilbo 
newspaper on June 29. 

Since North Korea also 
has used its nuclear pro- 
gramme to force the inter- 
national community to the 
negotiating table, it is now 
in a position to run a two- 
track dialogue — bargain- 
ing with the U.S. for diplo- 
matic recognition and 
with Seoul for economic aid. Specifically, 
Kim Il Sung told visiting former U.S. Presi- 
dent Jimmy Carter that he would only con- 
sider shutting down the five-megawatt nu- 
clear reactor at Yongbyon in return for a 
new light-water reactor — costly hardware 
that is less susceptible to diversion for use 
in producing nuclear weapons. 

Otficials say Seoul is willing to help the 
North achieve its goals of diplomatic rec- 
ognition and economic aid in exchange for 
a clear commitment to open all nuclear fa- 
cilities to outside inspection. During the 
summit, Kim Young Sam plans to take up 
the question of reactivating the 199] 
denuclearisation declaration, under which 
the two sides agreed to monitor one anoth- 
er's nuclear programmes. 

Alongside the nuclear safeguards, Seoul 
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wants to build a durable institutional 
framework for confidence-building mea- 
sures, as a step towards starting the pro- 
cess of arms control. As part of a broad 
initiative to improve communication, Kim 
Young Sam is likely to propose alternating 
rounds of summit-level talks in Seoul and 
Pyongyang as well as installation of a 
presidential hotline like the one linking the 
White House and Kremlin. 

So far, negotiators have agreed on the 
holding of two rounds of talks between 
Kim Young Sam and Kim Il Sung, accom- 
panied only by their closest aides. Though 
it is doubtful the two leaders will have time 
to discuss the key issues in depth, Kim 
Young Sam prefers intimate talks to formal 
conference-sized meetings where protocol 
rules, officials in Seoul say. 

Indeed, Seoul is particularly nervous 
about the prospect of North Korea taking 
advantage of protocol to make propa- 
ganda. Seoul has made clear that South 
Korean delegates will not be available for 
any protocol events not covered by a pre- 
vious agreement. These would include a 
tour of Kim Il Sung's Mankyongdae birth- 
place or any Victory Day rally. 

The South Korean delegation will 
number 100, while 80 South Korean jour- 
nalists will accompany them. Northern of- 
ficials have agreed to a live telecast of the 
entire three-day summit. LI 








AT THE END OF THE DAY, 
IT ALWAYS COMES DOWN TO THE PEOPLE. 
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The truth is, Hong Kong is full of beautiful hotels offerin 
thing extra that we're particularly proud of. Our friendl 
But at the same time, they're refreshingly UN- 
help you really relax. Sound nice for a change 
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8 every imaginable amenity. But in our hotels, you'll find some- 
y staff. Of course they'll surround you with comfort, style and service. 
stuffy. With a warm and genuine style of service, they will put you at ease and 
? Good. Then why not join us on your next trip to Hong Kong? 
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TRAVELLERS' TALES 








SAVE THE LHASA DANCE FOR ME: 
Large numbers of armed police surged to- 
wards the Tibetan People's Hall on June 7. 
Once they had arrived at the building in 
the centre of Lhasa, the Chinese paramili- 
tary men brutally, and without mercy, per- 
formed songs and dances. 

The unprovoked musical onslaught in- 
cluded that intimate, sultry love song, De- 
vote My Deep Love to the Great Party, and a 
popular favourite of the Tibetan people, 
Chairman Mao Zedong Sends People Here. 

This I learned from a reader in Geneva, 
who sent me a transcript of an official Chi- 
nese radio broadcast about the incident. 

The songs and dances celebrated the 
work of the paramilitary men in "safe- 
guarding Tibet's stability," according to the 
official on the radio. This phrase is to be 
understood as follows: 

First Armed Policeman: Look. There are 
some monks demonstrating peacefully. 

Second Armed Policeman: Let's get 
some heavy weapons and big sticks so we 
can safeguard Tibet's stability. 

Incidentally, I am reliably informed that 
there actually exists a Chinese song called 
When 1 Grow Up I Want to be a Peasant. 





COTTON ON: A 
reader bought these 
Taiwan-made socks 
in Australia 
recently. | never 
realised that cotton 
socks could be 
100% nylon. It 
certainly must make 
them cheaper and 
easier to produce 
than all that fiddly 
cotton picking. 
What a useful new 
marketing 
technique. 


COTTON 
100% NYLON 
IMPORTADOR: 


UNIBENS. 
APRABAL 
MADE IN 
TAIWAN 








MOUTHWATERING: That South Korean 
delicacy, “Skewered Stuff,” brought to the 
mind of Jonathan Manthorpe, Asia corres- 
pondent for Southam News, a popular dish 
in Zimbabwe known as 
“Fresh Spit.” 

It becomes more appetis- 
ing after you realise that it 
means “recently barbecued.” 





THEY FELT PUT OUT: A 
new apartment complex in 
Beijing has an intriguing slo- 
gan, I hear from Randall 
Braaksma of Hough Interna- 
tional Inc. "Huaxing Apart- 
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ment Complex warmly welcomes the pres- 
ence of extinguished guests from abroad," 
says the brochure. 

Must be the first block specialising in 
foreign burn victims. 


Asam Fish (Crack Pot) 





A BIT CRACKED: The Happy Valley 
Restaurant in Ultimo, Sydney, serves a 
curious dish called “Asam Fish (Crack Pot)" 
| hear from Jeff Mann of Grunberg Mann 
and Associates. One cannot help but 
wonder why Asam fish is also called 

Crack Pot. Is it, as a species, mentally 
unstable? 





HIPPYCRATIC OATH: L. Gordon Flake of 
the Korea Economic Institute of America 
was in Laos when he saw this sign (below) 
at a border crossing on the Mekong River 
in Nongkhai, Thailand. One cannot help 
but wonder what would happen if Jesus 
Christ scheduled his Second Coming for 
Thailand. 

Christ: But I’m the Saviour of the 
World. 

Border Guard: I don't care if you're Je- 
sus Christ, you can't come in here with that 
hair and those sandals. 


By virtue of section 16 of the immigration act B.E. 4255 (1979) 
The Minister of the Interior issues the following order to identify an alien 
with "Hippy" Characteristics: 


A person who wears just a singlet or waistcoat without underwear. 
A person who wears shorts which are not respectable. 

A person who wears any type of slippers or wooden sandals. 

A person who wears silk pants that do not look respectable. 

A person who has long hair that appears untidy and dirty. 

A person who dressed in an impute and dirty looking manner. 
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HARD ACT TO FOLLOW: The Hard-Ons 
(TRAVELLERS' TALES, June 9) are not a Japan- 
ese brand of sweatshirt but an Australian 
rock band, I hear from Stuart Broughton of 
Christchurch. 

Stuart, I am pleased to say, does not 
favour the colonialist term "New Zealand" 
for his home address, but the politically 
correct term Aotearoa, a Maori word 
meaning "Land Where a Major Part of the 
Population Are Sheep, Some Literally." 
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NON, NON: Reader Thomas Wash snapped 
this hostelry on a visit to Hong Kong. 
Maybe it was named after the Vanuatu word 
for Frenchman, which is man wiwi? 





INTERIOR DESIGNERS: The Interior 
Ministry of Thailand commissioned an 
opinion poll about government agencies, | 
read in the Bangkok Post of June 9. The find- 
ings: one particular government depart- 
ment was widely identified as most unfair 
and least honest in its dealings with the 
public: the Interior Ministry of Thailand. 

So what did the Ministry do? In a val- 
iant display of proving the public right, it 
surpressed the findings. 





HELL, NO: The heatwave in India reminds 
me of the church in the United States 
which put a sign outside saying: "You 
think it's hot here?" 





LAU LOUDEST: The rise of Hong Kong's 
strident Emily Lau reminds 
me of the words of Theodore 
Roosevelt: “The most suc- 
cessful politician is he who 
says what everyone is think- 
ing most often and in the 
loudest voice." Ej 





Have a tale to tell? Call (852) 
508 4382, fax (852) 503 1530 
or write to GPO Box 160, Hong 
Kong. 
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best expressed in our staff. People from 
around the world who understand your 
culture and needs, perfectly. From the 
moment you make your reservations, 
you'll see that international spirit at 
work, in the smiles and personal 
attention you'll receive. And with our 
unique style of inflight hospitality, 
you'll experience the highest standards 


of comfort and international service. 
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SMILES FROM AROUND THE WORLD 
IO TAKE YOU PLACES 


At Gulf Air, our international spirit is 


We've come together from around 
the world to carry you across a network 
that spans 4 continents. We also have 
more regional connections in the Gulf 
than any other airline, to offer you the 
option of a flight that fits in perfectly 
with your personal schedule. 

Wherever you're from, wherever 
you re going, on Gulf Air you'll always 
find friendly faces, and a smile that you 


recognise. 


pp 


LULELAIR. 


FLYING WITH STYLE 








EYE ON 
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6 The main 
reason for a 
degree of 
optimism is 
that the North 
Korean 
leadership 
knows it has 
to change 
or be left 

behind à 
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North Korean leader Kim Il Sung: playing for time? 


Cautious Optimism on Korea 





But Pyongyang’s respectability is still in doubt 


defusing the international crisis brewing over 

North Korea's nuclear programme — at least 
for the time being. The former president's actions 
may be controversial. Still, there can be little doubt 
that, but for his intervention (he was North Korea's 
choice of emissary), Washington would have al- 
ready imposed sanctions, which North Korea con- 
siders an act of war. 

Yet, despite Carter's assertion that the crisis is 
over, things might still go badly wrong. Serious 
problems may arise in the Geneva talks between 
the United States and North Korea, and that would 
cloud the inter-Korean negotiations later this month. 

The focus of the talks will naturally be on the 
nuclear issue: whether North Korea can be prevailed 
upon to freeze its nuclear programme permanently, 
and whether it will cooperate in the reconstruction 
of exactly what happened in 1989, when its experi- 
mental nuclear reactor was halted for a number of 
weeks. During that time, plutonium could have 
been diverted for non-peaceful purposes. 

A bit of cautious optimism nonetheless seems 
warranted. For one thing, the U.S. Central Intelli- 
gence Agency has revised its previous estimate of 
the amount of plutonium that North Korea could 
have diverted in 1989 from its relatively small, five- 
megawatt experimental reactor. The agency now 
estimates the reactor was only shut down for 75 
days, not 100 days as it originally believed. Experts 
think, therefore, that the North Koreans did not ex- 
tract very much plutonium — only enough to build 
a single bomb at most. This makes the task of recon- 
structing the 1989 events, while still important, of a 
somewhat lesser magnitude. 

It means that if North Korea is to develop a nu- 
clear arsenal, it will have to rely heavily on the fuel 
extracted last month, not what was extracted five 
years ago. Thus far the fuel rods have been under 
the watchful eyes of International Atomic Energy 
Agency experts. The highest priority, therefore, 
must be to ensure that the plutonium in those rods 
is not diverted. 





; immy Carter has played an important role in 


As for the future, 
North Korea said a 
year ago — and con- 
tinues to say today — 
that it is willing to give 
up its graphite fuel 
reactor, from which 
plutonium can be di- 
verted relatively easily, 
if it can obtain light 
water reactor technol- 
ogy, which is much 
more proliferation-re- 
sistant. Certainly it is 
in the interests of the 
U.S. and the rest of the 
international commu- 
nity to help North Ko- 
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rea finance such a shift. 

The U.S. should also be willing to do a number 
of other things. It should be willing to pledge not to 
use nuclear weapons against North Korea, even if 
war should break out. After all, how can it expect 
North Korea not to develop nuclear weapons if it 
threatens Pyongyang with their use? It should also 
make explicit what North Korea can expect by way 
of diplomatic and economic benefits. 

By holding this round of talks, the U.S. in effect 
has accepted North Korea's request for a package 
solution under which the nuclear issue will be re- 
solved along with North Korea's longstanding de- 
sire for diplomatic recognition by the rest of the 
world and an end to economic isolation. One hopes 
that the Clinton administration is no longer insist- 
ing that North Korea meet all American demands 
before there is any discussion of North Korea's 
desires. 

Perhaps, as some believe, the North Koreans are 
simply playing for time. After all, agreeing to a 
freeze at this time costs them little or nothing, since 
the fuel rods that have been removed are too hot to 
reprocess right now. According to this reasoning, 
the North Koreans could string the U.S. along and 
then go ahead with their original intention to build 
nuclear bombs. In the meantime, the momentum 
for sanctions has been lost. 


hat this overlooks is that there never was 
W much enthusiasm for sanctions in the first 

place. Beijing, whose cooperation is indis- 
pensable, made a point of saying recently that its 
mutual security treaty with Pyongyang remains in 
effect and that it is obligated to go to North Korea's 
defence if the country is attacked. Russia, while not 
opposed to sanctions in principle, thought the time 
not ripe. And Japan, lukewarm at best, is even less 
likely to come on board for sanctions now that its 
government is headed by a Socialist. 

The main reason for a degree of optimism is that 
the North Korean leadership knows that it has to 
change or be left behind as the rest of the world, 
especially South Korea, continues to progress. 

Not all the signs are positive. Five North Kore- 
ans holding official passports have recently been 
arrested in Macau on charges of counterfeiting 
American dollars. Those arrested include Pak Ja 
Byong, head of Chogwang Trading Co., which acts 
as the unofficial North Korean mission in Macau, 
strongly suggesting official involvement in the 
counterfeiting operation. 

This incident recalls events in the late 1970s, 
when North Korean diplomats in various parts of 
the world were engaged in drug smuggling, appar- 
ently because Pyongyang lacked the necessary hard 
currency to finance its diplomats abroad. If it now 
emerges that Pyongyang is engaged in counterfeit- 
ing, it will be difficult to persuade the U.S. and other 
countries that North Korea should be welcomed 
into the family of nations. a 


JULY 14, 1994 





SPECIAL REPORT 


LIFE STYLES 


By Nury Vittachi 





N 


dd iW 


(IQ RE THE NEW GENERATION 


ut 
be 

» 
ua 


„WHAT DO 
YOU MEAN > 


Asia Lifestyles Sponsors 


Grlsberg VOLVO AQ, &NIKKO 
(ile 1 iddich The Nikko Securities Co, Ltd. 


W UNITED AIRLINES or 











“Who should I talk to?” 





&NIKKO 


Investment Banker to the World. 


The Nikko Securities Co., Ltd. Global Network: NEW YORK CHICAGO TORONTO TOKYO HONG KONG SINGAPORE 
JAKARTA BANGKOK KUALA LUMPUR SEOUL BEIJING QINGDAO SHANGHAI TAIPEI SYDNEY LONDON ZURICH GENEVA LUGANO 
FRANKFURT BERLIN LUXEMBOURG AMSTERDAM PARIS MILAN MADRID BAHRAIN 





LIFE. STYLES 


SPECIAL REPORT 





Who Are You? 


Typical Curriculum Vitae 


Age : 42 
EU 


Education : University 


Status 
- Address 
Salary 


Married with children 
: Asia 
US$99,300 


Net Worth: US$1 million 





HONEY, | BLEW UP THE PAYPACKET: Okay, spill 
the beans, how did you do it? You're young. You're 
lithe. You're remarkably well paid. You're highly 
educated. In fact, many readers were so impressive that 
you should really be writing this and I should be doing 
something more in keeping with my standing (Wipe your 
windscreen, sir?). 

It's not just the girth of your 
paypacket which is amazing — it is the 
velocity of its growth. In our Asian 
Affluents survey two years ago you 
earned US$77,200 a year. Now you 
affluential types get a wallet-busting 
US$99,300, a rise of 28.596. If this 
continues, your salary will overtake Bill 
Clinton's annual US$200,000 by 1999. 
More details of pay are on the next page. 

Where's this extra cash going? Most 
of you — 60% — tucked some of the 
extra income in savings, and 47% of you 
spent some on shares. The other most 
popular outlets for spare money: 
education, property and holidays. Then 
there's net worth: the average respondent 
had a healthy US$1 million or so in investments, 
including property. Full details on this and other 
financial aspects can be found in parts two and three of 


How to Purchase the Survey 
“Asian Affluents 3,” the research survey on which the “Asia 
Lifestyles” this series of special reports is based, is available for 
purchase for US$95 (or equivalent in local currency) per copy. 
A special discount price of US$45 is available to Review 
subscribers (please provide your FR subscription mailing label 
number with your order). Additional discounts are available for 


Young but Affluent: 25-34 


e AUSTRALIA 


SINGAPORE 
23% 


INDONESIA 





the survey. 

Respondents to this life style survey of more than 
3,000 Far Eastern Economic Review subscribers show 
the breadth and depth of Asia's affluent and influential. 
The range is from 24-year-old Japanese women to 66- 
year-old Australian men. You’ve evolved so much, 
we ve had to revise our classification system. As well as 
the word “Expatriate” meaning “sweaty 
Westerner in a safari suit,” you'll find the 
term “Asian Expatriate” in this survey, 
meaning “slick Asian in a Western suit.” 

Are there sexist and culturalist 
stereotypes in these pages? Definitely. 
Sometimes groups respond in the way 
expected of them, and we haven’t hidden 
such findings. The data shows Filipinos 
to be loving, for example, and indicates 
women in general to be more gullible, er, 
| mean, more open-minded than men on 
questions such as believing in ghosts. 

Historians have yet to digest what has 
been happening in Asia in recent years, 
but this three-part survey will show that 
life in Asia is changing at logarithmic 
rates. 

What happened? We set out to make some plastic 
toys. Instead we made an economic miracle. 


© 


HONG KONG 


multiple orders. 

Send a cheque/postal order for the appropriate amount or a 
valid credit card number, expiration date and your signature to: 
Review Publishing Co Ltd (A13), 

GPO Box 160, Hong Kong 
For faster service, fax your order to: 
(852) 503-1541. 
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While we orbit the earth, 
our service revolves around you. 


Everyday, we take nearly 200,000 travellers under our wing. With a standard of service 
you can only expect from a truly global airline. It's this dedication to your eomfort 
that makes world travel easier. United. Come fly the airline 
that's uniting the world. Come fly the friendly skies. 
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Earnings 





The pay scale 
USE (000) ES Household income 


176 169 159 E 3 Individual income 










SINGAPOREANS GET THE LION'S SHARE. The and earn a little less than 
denizens of Lion City are doing a roaring trade. = 
They get the fattest paypackets (US$144,000 a 
year) and highest household income 
(US$176,000) among respondents. But close on 
their trail are some other high-rolling households: 
the Japanese (US$169,000), the Hong Kong 
Chinese (US$159,000) and Western 
expatriates in Asia (US$156,000). Peter Lau, a 
Singaporean who filled in the survey, quipped: 
“You would have got a different answer if it had 
been the inland revenue people doing the survey.” 
Expatriate Asians are slightly younger 


Western expatriates. 
As for respondents 
overall, your 28.5%, individual payrise over two years 
to US$99,000 is pretty neat. But your partner — 
probably a woman — has done even better, with 
household income up 35% to US$131,000. The 
additional income adds only US$12,000 to the 
personal income figures in Malaysia. But in Hong 
Kong it adds US$56,000. This implies that either 
women in richer economies earn more, or Hong 
Kong people are sending their infants and 
grandparents out to work. 
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Today’s high-rollers are the people of Singapore, Japan and Hong Kong, 
followed by Western expatriates — but the signs suggest that women’s 


| pay is rising faster than men's. 
Survey Details 
You and your partner are Sample: 3,000 Far Eastern 
wer Economic Review subscribers in 
celebrating a rise in income 10 Asia-Pacific countries 


Dates: April-June 1994 
Technique: Mail with designated 
years, bringing your charity incentive 

Weighting: All countries equal 
Questionnaire: Two versions, 


of 39% in the past two 





household income to 


SA . 


ak A 4y a = p 


! CKRolsolo each eight pages 
P ar ih. d l4. d a Conducted by: Asia Studies Ltd, 
Hong Kong 
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Your Personality Profile 


Three distinct personality clusters emerged in our survey, which asked people to rate themselves 
on factors such as whether they were risk-takers or risk-averse: which one are you? 


x 





XNY8 39OVWI 3H.L/NOS1IM 80H -OLOHd 
IIQ3N38 40 ASSLYNOD :OLOHd 


HORT 





THE PLANNER: Careful, one of THE GAMBLER: Enjoys a measure THE REALIST: Tough, never over- 


the crowd, stable, tends to be of risk, is outgoing and relaxed, optimistic, emotional, sometimes 
materialistic. ( Found in large forgiving. (Found commonly in impulsive. Despite his pessimism, 
numbers in Malaysia, Hong Kong, Australia, in the hangouts of Western can sometimes be led by the heart. 
Singapore, the Philippines.) expatriates all over Asia, and in (Found in small numbers all over 
pockets of South Korea and Asia, but particularly common in 

Thailand.) Japan.) 


THE STRONGEST PERSONALITIES IN ASIA ARE THE JAPANESE AND THE FILIPINOS. These two 
consistently stood out as extremes in the table of personality traits. Even more curious was how the two groups 
showed themselves to be diametric opposites in several regards. 


Filipino Style 3 à Japanese Style 
Independent > > Team-Spirited 
Loving í = Toughest 
Confident = Insecure 
Optimistic 2 Realistic 
Forgiving Legalistic 





The rest of us fell between these extremes. The people who think of themselves as most spiritual are the Indonesians 
and the South Koreans. Australian respondents did not claim to be highly spiritual beings, and frankly, who am I to 
disbelieve them? Instead, they admit to being rather materialistic. Australians, perhaps predictably, also came across 
as the most outgoing people in the region. 

There were some surprises. How would you characterise the people of Hong Kong? Gamblers? Trailblazers? On 
the cutting edge? No. They came across in the survey as careful types who would prefer to avoid risk, and would 
much rather follow a worn path than blaze a new trail. Can all those Cantonese action movies be wrong? 

The Malaysians and Taiwanese are planners, rarely making decisions on impulse. The most stable, unemotional 
personalities seem to be found among the Malaysians, the Singaporeans and the Australians — but remember, these 
are generalisations. I mean, Bob Hawke is an Australian, after all. 
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Your Partner and You 


MOST ASIANS SPEAK TO THEIR SPOUSES EVERY DAY ON THE 
TELEPHONE, according to our survey. All together now: Ahhhhhhh. 
Apparently, people in this region rarely use the line heard in movies in the West: 

“I’ve told you never to call me at the office.” What a devoted lot you are. It 


P Aaa came as no surprise to find the Filipinos as the most 
9» 


dependable 
E 


Hllooo000ð 100000 


partners, with two out of three phoning their opposite number 
daily. Perhaps surprisingly, they shared first place as lovey-dovey types with the Indonesians. 
Malaysians and Australians follow close behind. 

Telephone smooching is not endemic throughout Asia. The exceptions are the Japanese, 55% 
of whom don’t phone their beloveds daily, and the Taiwanese, only half of whom make that all- 
important non-business call. 





HAPPY BIRTHDAY, DARLING: Eighty-two per cent of you always remember your spouse’ s 
birthday, and a further 15% remember "most Least loyal are the Japanese and the 
times." We really do have a lot of happy Indonesians, 6% of whom seldom 
couples in the region. The most loyal remember their loved one's birthday. 
partners — again! — are those angelic Throughout the survey, the Japanese 
Filipinos, 9596 of whom always remember, "SR come across as being remarkably 
and a further three per cent of whom unsentimental. They are the least likely to 
remember most times: that’s a 98% phone home, most likely to forget 
success rate claimed. 4 birthdays, and they think of 

Okay, okay, we didn't cover s themselves as tough and realistic 
this question properly. To really 4 rather than loving and optimistic. 
get the truth, we should have 
written to the spouses of the their families by a long commute 
respondents, many of whom may and trying to guess who is 
well have said: “Ramirez? Remember my going to be Prime Minister 64% 
birthday? Hah! He forgets his own name after of the Month. 62% 
two glasses of coconut toddy.” 

But I’m sure that at least the respondents 
who admitted their shortcomings must à 
have been telling the truth. 9970 

53% 











Perhaps their minds are taken off 


57% 
55% 








45% 
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DAILY —- THE SPOUSE 


At just half its top speed of 240 km/h, a Volvo 850 Turbo will still pass you in a fraction 


of a second. Turn with it, and you may glimpse its aerodynamic lines. Blink, and you're left 


only with the impression of remarkable speed. 


But don't let the 5-cylinder 20-value engine distract you from its other qualities. Try to see past 

















A 
~ E its 2.3 litre 223 horsepower performance to the tarmac- 
TA 


` hugging Delta-Link suspension. 


WAIT HERE TO 
GET A PROPER 
LOOK AT THE 


VOLVO 850 TURBO. 


Look beyond the 0-100 km/h acceleration 
of 7.5 seconds to its reassuring array of Volvo 
safety features. Front and rear crumple zones, 
along with the Side Impact Protection System, 
give any driver confidence to test his 
driving skill to the fullest. 

That may explain why the Volvo 850 Turbo 
is rarely seen standing still. 
Admittedly, that poses difficulties for 
anyone attempting a more thorough 
appreciation of the car. For the whole 


/ picture, may we suggest you stop by 


our showroom instead. iJ OLW O 
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Your Partner and You 


ARRANGED MARRIAGES DON’T WORK, UNLESS MOM 
AND DAD FIND A JAPANESE FOR YOU TO MARRY. The 
overwhelming response from all over the region is that arranged 
marriages are not a trusty way of making a good match. 

But there were pockets of traditionalists who believe in the old-fashioned, 
parental guidance way of getting hitched in Asia. It is by no means a question of 
backward places having less progressive ideas. Arranged marriages DO work, 
according to male and female respondents in Japan and South Korea — two of 
the richest, most modern economies in Asia-Pacific. 

The Malaysians were divided, with a slight majority of men in favour of mom 
and dad wheeling in a pre-digested wife / husband. Most strongly united 
against the idea, and by implication most in favour of “love marriages” were — 
again, no surprise — the affectionate Filipinos, closely followed by Thais and 
expatriates. When looked at by gender, the group most skeptical about arranged 
marriages were Thai women. 


313-OHd/3HOA9Q0 SVIOHOIN ‘OLOHd 


DIVORCE IS ACCEPTABLE, LADIES, BUT 
NOT IF YOU’RE MARRIED TO A KOREAN: 
Ladies! Fancy marrying your way around the male 
population of South Korea, in the way Liz Taylor 
went like a dose of salts through American 
manhood? Bad news. You're going to be stuck at 
first base. South Korean, Malaysian and Indonesian 
men in our survey were strongly against the 
concept of divorce. 

No, our advice for serial marry-ers is to stick to 
white people. Western expatriates and Australians 
who responded to our survey found nothing wrong 


with the idea of divorce. Most other respondents in M. Hang. Kann 
= Australia 
—— ee 
"EENH Expat 
BEE Philippines 


the region sided cautiously with the expatriates, 
except for the Filipino men, whose opinions were 
closer to those of the South Korean men. 
Incidentally, in almost every locality, the women 
were far more strongly in favour of having a 
cuttable knot than men. “Of course, women want to 












3 "Mong Kong TIN? be able to get away,” said a Hong Kong marital 
therapist, to whom we mentioned this. “Women, 
poor things, have to marry men.” 

——— Rm Thailand A note to divorce lawyers: avoid Indonesia. Our 
Japan findings suggest both sexes are firmly against 
Australia divorce there. Another oddity is Singapore, where 

a Expat the women were strongly against it, but the men 


were undecided on the issue. 
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What You Wear 





ASIANS HAVE ADOPTED THE TIE-WEARING HABIT, BUT DON'T 

INSIST ON WESTERN SUITS: People who live in warm climes among our 

respondents, including the Thais, the Malaysians, the Singaporeans, the 

Indonesians and the Filipinos, think it is wrong to insist on men wearing suits or 
e jackets to work. 

But there are formal dressers around. The Japanese are the strictest. They like 
wearing suits, they think all men should wear ties to the office every day, and 98% would 
disapprove of anyone wearing jeans to work. The Singaporeans have an even stronger aversion to 
denim than the Japanese. Some 99% of Singaporeans don’t approve of wearing jeans to work. 
Australians are not all mellow individuals wearing hats with dangling corks to keep the flies 
off. The ones in our survey proved more insistent on wearing ties to work than anyone else 
surveyed, other than those formality-loving North Asians, the Japanese and the South Koreans. 
There were also different strokes for different sexes. The Japanese loosened up on one topic: 
they don't mind “office ladies" wearing trousers to work — as long as they are not jeans. In 
contrast, the respondents from Thailand were more relaxed about male clothing, but were hard 
on women, with 5796 believing it is wrong for women to wear slacks in the office. 

Who wears the haute couture of Asia? 
The Filipinos think of themselves as the 
most fashionable, closely followed by the s 
South Koreans. Since the first group is Philippines 
relatively suit-free and the second is . South Korea 

addictively suit-wearing, clearly you can be SEU ORC S UU 
fashionable with or without formality. ~ (> 2 9» 
People most happy to be out of fashion are | B T 
Thais and expatriates. : OA Ho 
Europeans will be disappointed to ==  — 9.4 | Au alia 
learn that they are not the source of OS qup 
wisdom in the fashion stakes. The 
biggest influence is the United States. 
France and Italy score predictably 
high, but Japan and Hong Kong are 

hot on their coat-tails. 































Are you fashion-conscious? 











Most influential places for our fashion ideas: 


2. France 3. Italy 4.Japan 5. Hong Kong 





6. Britain 7. Australia 8. Singapore 9.Germany 10. Taiwan 


Coming in parts two and three of the Asia Lifestyles survey: What do you do 
with all that extra income? Who used family connections to get good jobs? What do you 
think about casual sex? Are there too many foreigners in your country? How often do you 
travel abroad? Is it a status thing to take your maid on a family holiday? Is inter-racial marriage 
okay? Don’t miss the Far Eastern Economic Review, August 11 and September 15 issues. 
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Coming... in the REVIEW 
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Parts 2 and 3 of this Special Report written by 
Nury Vittachi in the August 11 & September 15 issues 


Based on a survey of 3,000 respondents, these reports will provide invaluable insights 
into the lifestyles and attitudes of the affluent residents of ten Asian countries. 


The survey reveals: 
* What are the most popular status symbols in Asia today? 
* How do Asians spend their fast-growing income? 
* Who is most receptive to the use of technology in the home? 
* Which countries set the trends for fashion in Asia? 


* Plus dozens of other insights into the views of affluent Asians. 


For advertising information please contact your local REVIEW representative or 
Karen Mullis in Hong Kong. Tel: (852) 508-4461, Fax: (852) 503-1537. 
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OVERSEAS 


A Question of Identity 


CHINESE 


Despite media hype, they are firmly settled in Southeast Asia 


By George Hicks and J. A. C. Mackie 
EJ | In Indonesia last April, la- 
m bour protests in Medan 
UNE quickly escalated into an 
anti-Chinese riot. When 
4 calm returned, one ethnic 
Pt Chinese businessman was 
dead and more than 150 Chinese-owned 
shops, cars and homes were destroyed or 
severely damaged. In the Philippines, kid- 
nappers have abducted well over 100 
wealthy ethnic Chinese since 1992 and par- 
ents now send their children to school with 

armed bodyguards. 

These incidents, plus the recent surge of 
capital investment in China by ethnic Chi- 
nese, have raised serious questions about 
the future of the Chinese throughout 
Southeast Asia. How well — or how badly 
— are the Chinese becoming integrated 
and accepted in Southeast Asia? Do they 
remain Chinese at heart, eternally unassi- 





46 


milable? Is there a new phase that might 
be called the re-sinicisation of Southeast 
Asian Chinese, a reversal or modification 
of the gradual assimilation or de-sinicisa- 
tion that has characterised the last 40 or 50 
years? 

The answers fall into two camps. On 
one side are the more extreme elements in 
Indonesian or Malaysian society who ac- 
cuse the Chinese of being unwilling to as- 
similate. In the same camp are outsiders, 
including many in the media, who see the 
Overseas Chinese throughout the region 
as basically still Chinese at heart and in 
spirit, linked to Chinese worldwide in a 


On Other Pages 
48 Malaysian First 


50 Ersatz Chinese? 
50 Tensions Persist 





FAR EASTERN ECONOMIC REVIEW 


massive network. 

Thus, Time magazine reported last year 
that the Southeast Asian Chinese “were 
content to grow quietly prosperous in 
their adoptive countries. Now . . . they 
have knit themselves into a network of 
capital and enterprise. For the first time 
since waves of immigrants left China in 
the 19th and early 20th centuries, the 
Overseas Chinese are bonding with the 
mainland to create something like a nation 
without borders . . . linked by blood.” The 
Economist headlined a story, “Chinese 
diaspora turns homeward.” Other media 
reports have taken a similar vein, assum- 
ing that the Chinese of Southeast Asia are 
Chinese first and foremost, with little or 
no sense of allegiance to the countries in 
which they live. 

But people in the other camp, particu- 
larly Southeast Asian Chinese themselves, 
regard phrases like “a nation without bor- 
ders” as utterly false, or at best danger- 
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ously exaggerated. They regard themselves 
as citizens of their countries of residence, 
not China. As Lie Tek Tjeng, a senior re- 
searcher at the Indonesian Institute of Sci- 
ences in Jakarta, says, the problem is that 
“the mass media talk about investments of 
Overseas Chinese capital in China, but 
that’s not accurate. These are Indonesian 
nationals. It’s wrong to talk about Over- 
seas Chinese because that connotes Chi- 
nese nationality.” 

Phrases like “a network of Chinese capi- 
tal and enterprise” emphasise the racial fac- 
tor while neglecting the more important 
point that the Southeast Asian 
Chinese have become sub- 
stantially integrated into their 
adopted societies. Terms like 
“homeward bound” are even 
more misleading, since almost 
no Chinese are returning to 
China to live, even if they are 
investing there. At most, a 
few have taken up residence 


in Hong Kong and move be- China where our 
a there and China and ancestors came 
eir home bases. 
For the vast majority of from 5 


Southeast Asia’s Chinese, the 
idea that they still look to 
China as their real home is 
deeply misleading. Nearly all 
are firmly settled, even if not yet fully as- 
similated, in Southeast Asia and have no 
intention of forsaking their current coun- 
tries of residence. Businessmen who are 
investing in China do so for profit, not out 
of sentiment or kinship ties or some mysti- 
cal desire to return to the homeland of their 
ancestors. 

Singapore's former prime minister, Lee 
Kuan Yew, recently made this point at a 
conference of Chinese entrepreneurs in 
Hong Kong. “We are ethnic Chinese," he 
said. "But we must be honest and recog- 
nise that at the end of the day our funda- 
mental loyalties are to our home country, 
not to China. . . . After two or three genera- 
tions away from China, we have become 
rooted in the country of our birth. Our 
stakes are in our home countries, not China 
where our ancestors came from. The Chi- 
nese-Thai is a Thai, and in the end he 
wants Thailand to prosper so that his as- 
sets in Thailand can grow and his chil- 
dren's future in Thailand can be secure. So 
too, Chinese-Singaporeans, Chinese-Indo- 
nesians, Chinese-Malaysians and Chinese- 
Filipinos. They may invest and visit China 
frequently, but few want to make China 
their homes." 

Lee also warned his audience that “to 
think otherwise and believe that we have 
more in common with one another and 
with the country of our ancestors than we 
do with our fellow citizens in our respec- 
tive new homes is unrealistic. It will lead 
to grief when our interests fail to coincide. 
It will also cause misunderstanding and 
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É We are ethnic 
Chinese . . . [but] 
... Our stakes are 

in our home 
countries, not 


— Singapore's Lee Kuan Yew 


friction with our fellow citizens, who are 
not ethnic Chinese, even in countries where 
ethnic Chinese form the majority commu- 
nity, as in Singapore." 

The eruption of the Medan riot is a re- 
minder that anti-Chinese resentment is still 
a potentially explosive force in Indonesia. 
Much the same is true of Malaysia and the 
Philippines, though to a lesser extent. Only 
in Thailand has the assimilation of the Chi- 
nese minority gone so smoothly that no 
such problems seem to arise. In many 
minds, suspicion persists that the loyalties 
of the Chinese are split in the form of a 
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"double identity" between the countries of 
their residence and that of their ancestors. 

True, some Chinese, usually not of 
Southeast Asian origin, have been heavily 
stressing the idea of Chinese solidarity. The 
Second World Chinese Entrepreneurs Con- 
ference in Hong Kong last November, for 
example, was a celebration of Chinese 
triumphalism attended by ethnic Chinese 
businessmen from around the world. Such 
celebrations go down badly in the region. 
Coinciding with reports of large-scale in- 
vestments in China by Southeast Asian 
Chinese, they are breeding a new form of 
resentment. 

In fact, a closer examination reveals that 
investments in China from Southeast Asia 
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are dwarfed by those from Hong Kong and 
Taiwan. Accurate figures are difficult to 
come by, but the generally accepted figure 
for Southeast Asian investment in China is 
about US$8 billion. This compares with an 
estimated US$40 billion from Hong Kong 
and an additional US$5.4 billion — almost 
certainly an under-estimate — from Tai- 
wan. Many of the Southeast Asian inves- 
tors in Fujian and Guangzhou appear to be 
engaged in little more than tentative ven- 
tures to test the waters, often in ancestral 
areas where their knowledge of local con- 
ditions and family ties can be utilised. 

but even the relatively 
small-scale investment that is 
taking place underlines an 
important fact. Wealthy 
Southeast Asian Chinese are 
beginning to take an interest 
in China in a way they have 
not for 30-40 years. Thàt pe- 
riod coincided with the dec- 
ades when they experienced 
considerable prosperity in 
their Southeast Asian home 
countries. It was also a period 
of steady de-sinicisation, cul- 
turally as well as politically. 
The excesses of Maoist com- 
munism led the budding 
capitalists among the South- 
east Asian Chinese to turn their backs on 
China and pursue the abundant opportu- 
nities open to them in their home coun- 
tries in Southeast Asia. It may be exces- 
sive to suggest we are now entering a 
phase of re-sinicisation, but it may well be 
that the phase of rapid de-sinicisation has 
ended. 

Contrary to the media hyperbole, there 
is no significant movement of people from 
Southeast Asia to China. For those long 
settled in Southeast Asia, their sense of 
identity is clear. Mely G. Tan of the Indo- 
nesian Institute of Sciences whose family 
has been in Indonesia for six generations 
found it annoying that, as a result of an 
agreement between Jakarta and Beijing in 
the 1960s, they had to choose their nation- 
ality, as though it were in doubt that they 
were really Indonesians. "This was im- 
posed on us," she said. "We had to go 
through with it.” And Teresita Ang See, 
who heads Kaisa, an organisation dedi- 
cated to improving relations between Chi- 
nese and Filipinos, recited the credo of 
Kaisa when asked about the sense of iden- 
tity of Chinese Filipinos: "Our blood may 
be Chinese but our roots grow deep in the 
Philippine soil and our hearts are with the 
Philippine people." 

Deng Xiaoping's shift to a market 
economy has lured entrepreneurs in South- 
east Asia in a way that Mao's communism 
never did, but it is highly doubtful that this 
will translate into political or social gravi- 
tation towards China. 

To assess the likely strength of the 
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Chinaward pull upon the ethnic Chinese 
of Southeast Asia, it is essential to see them 
in perspective against the background of 
the indigenisation processes that have been 
going on for well over a century. The 23 
million or so ethnic Chinese scattered 
throughout Southeast Asia (all but 3 mil- 
lion of them in the Asean countries) repre- 
sent about 5% of the total population of the 
region. Not only are they one of the 
world's largest and most influential mi- 
norities, comparable with the 23 million 
people of Hispanic origin who make up 
9% of the United States population, for ex- 
ample, they also control economic power 
that is quite disproportionate to their num- 
bers. 

But like the Hispanics in the U.S., the 
Chinese are far from homogenous. The 
Cantonese, Hokkien, Teochiu, Hakkas and 
Hainanese speak mutually incomprehensi- 
ble dialects and, in many cases, not much 
Mandarin. More significantly, there are 
large and growing differences among the 
Chinese in Indonesia, Thailand or the Phil- 
ippines, all of whom are taking, on aspects 
of the culture and identity of the societies 
in which they live. 

And, while 60 years ago a majority of 
the Chinese in Southeast Asia were immi- 
grants from China, today few under the 
age of 70 have the emotional attachment 
towards China that comes from being born 
there and having youthful memories of 
growing up in China. The overwhelming 
majority — 95% or more — were born in 
Southeast Asia. Furthermore, because Chi- 
nese education was severely restricted by 
most governments of the region, few of the 
ethnic Chinese born since 1960 — with the 
exception of some in Singapore and Ma- 
laysia — can read, and in some cases even 
speak, Chinese. 

“Malaysia is my home,” says Lai Kuan 
Fook, chief executive secretary of the Fed- 
eration of Chinese Assembly Halls. “I was 
born here, I will die here. My children are 
here. When I go to China, one week is 
enough. We are committed to Malaysia.” 

Official attitudes towards the Chinese 
in Southeast Asia have been changing 
gradually for the better since the 1950s 
(except in Malaysia, where the New Eco- 
nomic Policy has disadvantaged them). So 
have public attitudes generally. Far more 
children from indigenous and ethnic 
Chinese families now go to school to- 
gether, play the same sports and are so- 
cialised through the same books, papers, 
pop songs and films. While the progress 
towards full assimilation is patchy — most 
advanced in Thailand, least so in Malaysia 
and Indonesia — the changes are slowly 
taking place. 

Relations between the Southeast Asian 
governments and Beijing have improved 
steadily through the 1980s. During the tur- 
moil of the Cultural Revolution, militant 
activists, both Chinese diplomats and 
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Overseas Chinese, caused serious tensions 
between Beijing and the governments of 
Burma, Indonesia and Cambodia, formerly 
the most friendly of China’s neighbours. 
China was then giving support also to 
long-running insurgencies in pro-Western 
Malaysia, Thailand and the Philippines, 
antogonising almost the whole region by 
its hard-line stance. 

All that has changed. China now has 
diplomatic relations with all the countries 
of Southeast Asia and has abandoned its 
support for local insurgencies. Beijing also 
enjoys substantial trade relations with 
Southeast Asia. 

During the controversy over invest- 
ments in China last year, President Suharto 
spoke out in support of them, denying that 
they represented capital flight. And both 
Prime Minister Datuk Seri Mahathir Mo- 
hamad of Malaysia and President Fidel 
Ramos of the Philippines included large 
numbers of ethnic Chinese businessmen in 
their entourage during official visits to 
China, reflecting confidence in the loyalty 
of their Chinese citizens. 

Paradoxically, China’s hard-line stance 
on the Spratly Islands and its historic 
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claims to territorial waters further south in 
the South China Sea have run counter to 
the earlier trend towards better govern- 
ment-level relations, just at the time when 
the surge of private Southeast Asian Chi- 
nese investment in Guangdong and Fujian 
was at its peak. Nothing could show more 
clearly how different strands in the rela- 
tionships between China and the region to 
its south move independently of each 
other. » 


George Hicks is a writer based in Melbourne. 


J. A. C. Mackie is emeritus professor at Aus- 
tralian National University. 
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Malaysian 
First 


Legislator says 'China is 
just another country’ 


By Michael Vatikiotis 

Hardly a week goes by in 
Malaysia these days that 
doesn’t see a gaggle of 
Chinese trade officials 
| arriving in the country 
™ looking for investment. The 
volume of trade delegations drumming up 
business for China even seems to be over- 
whelming the hospitality for which Malay- 
sians pride themselves. “We are not used 
to it,” says Datuk Tan Gim Wah, mayor of 
Penang. “They need to be entertained on a 
lavish scale and we Malaysian Chinese are 
rather more conservative in our 
habits." 

Conservative they may perhaps 
be, but they appear willing to adapt. 
"| ve known businessmen who 
have bought new cars when a trade 
delegation comes to town," says 
Tan. China's corporate emissaries 
may have expensive tastes, but 
there is no shortage of interest in 
what they're offering among Ma- 
laysian businessmen. 

To some extent this reflects en- 
couragement from the government. 
When Prime Minister Datuk Seri 
Mahathir Mohamad went to China 
in June 1993, he took along a 200- 
strong delegation of businessmen. 
Mahathir may have had his own 
political agenda for establishing 
closer ties with Beijing, but it made 
sound business sense too. 

As Singapore's former prime 
minister, Lee Kuan Yew, pointed 
out recently, the Western world 
shunned China after the June 1989 
Tiananmen Square military crackdown. 
This paved the way for Southeast Asia's 
ethnic Chinese to bid for projects that 
might otherwise have gone to major inter- 
national conglomerates. 

For many Chinese in Malaysia, there 
was also the opportunity to escape the re- 
strictions of the ethnic quota system, which 
confers economic privileges on the major- 
ity bumiputra population. A local Chinese 
politician explains: "You see, a Chinese 
contractor here is limited by the ethnic 
quota system — the big projects go to 
bumiputras. But in China, he might get a 
contract to build a whole town." 
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The opportunities are there, but many 
Chinese Malaysians play down their eager- 
ness to flock to China. They are concerned 
less about the financial risk than about 
sending the wrong signals about their pa- 
triotism. The sentiment is amply expressed 
by Lee. He notes "concern" among indig- 
enous host countries in Southeast Asia 
"about the loyalty of their ethnic Chinese, 
investing their capital in their home vil- 
lages and counties in China when their 
own countries from which they derived 
their wealth needed this capital in a world 
hungry for investments." 

This is a concern newspaper editor Liew 
Chen Chuan, of the Chinese-language 
daily Sin Chew Jit Po, does his best to allay. 
“We do business in China strictly on a 
business basis — not because I am dealing 
with China.” 

Liew subscribes to the view that the 
majority of Malaysia’s 5 million Chinese 
no longer feel attached to China by any 
nationalistic bonds. Traditionally, Chinese 
Malaysians classified themselves as either 
English-educated or Chinese-educated. 
The latter group clung on longer to their 
mainland Chinese roots. 

Liew, who is middle-aged, is Chinese- 
educated. But he considers even the lin- 
guistic bond ephemeral. “My generation 
think of ourselves as Malaysian first,” he 
says. 


Other Chinese Ma- 
laysians echo this senti- 
ment in different ways. 
“China is just another 
country to us,” said Sim 
Kwang Yang, a mem- 
ber of parliament. He 
remembers when Chi- 
nese Premier Li Peng 
visited Kuala Lumpur 
in 1991 and lectured lo- 
cal Chinese on the need 
to behave as good Ma- 
laysian citizens. “Who 
was he to tell us to be 
good Malaysians ?” asks Sim. 

Though Chinese Malaysians are quick 
to assert their Malaysian identity, they 
nonetheless remain among the least assimi- 
lated Chinese community in Southeast 
Asia. Politics, the education system, and 
therefore patterns of social and economic 
behaviour are still organised along ethnic 
lines. 

But everyone claims to feel Malaysian 
nonetheless. Liew’s children, for example, 
are all Malay-language speakers. There is, 
he claims, no question about their identity, 
though he admits that religious concerns 
still inhibit intermarriage with the Malay 
majority. 

In a recent speech, Prime Minister Ma- 
hathir said that Malaysia’s economic suc- 
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Sim: language bond is ephemeral. 


cess was all the more 
remarkable because of 
the country's mix of 
"incompatible" ethnic 
groups. The United 
Malays National Or- 
ganisation, the domi- 
nant Malay political 
component of the rul- 
ing multi-racial coali- 
tion, does not envisage 
opening membership of 
the party to non-Ma- 
lays. The Chinese, who 
constitute 30% of the 
population, are sensitive to any move to- 
wards assimilation which implies chang- 
ing their customs and religions. 

Calls by the Gerakan Party — a mem- 
ber of the ruling coalition — to foster a 
non-racial definition of Malaysian identity 
that suppresses ethnic affiliation have not 
elicited much response. ^We are not push- 
ing it,” says Gerakan Party President 
Datuk Seri Lim Keng Yaik. A senior Malay 
politicians shakes his head when asked 
about the prospect of ethnic assimilation in 
Malaysia. “Not yet, not for a long time," he 
says. a 
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Michael Vatikiotis just concluded a three-year 
tour as a Review correspondent based in Kuala 
Lumpur. 





If a picture 


iss worth a 


thousand words, 


here 


are a thousand words on Grand Formosa Regent. 





FORMOSA INTERNATIONAL HOTELS GROUP 


AUCKLAND 


KUALA LUMPUR 


BANGKOK 


Grand 


OLOR 
REMI 


TAIPEI 


Hn 3E Wu ei 


oom oom M —— — —À — À—— 





BEVERLY HILLS. CHIANG MAI. FIJI 


LONDON. MELBOURNI SINGAPORE 


HONG 





A FOUR SEASONS * REGENT HOTEL 
KONG. JAKARTA 
SYDNEY 


TAIPEI 


TAIPEI, TAIWAN: TEL (886-2) 523-8000. FAX (886-2) 523-2828. 
HONG KONG: 366-3361. SINGAPORE: 737-3555. JAPAN: (03) 3239-2081 





COVER STORT 





50 


Ersatz 
Chinese? 


By Lynn Pan 








Consider a young Malaysian of Chinese 
descent who finds himself working in 
China. He has been sent by his multina- 
tional employer to train local staff in 
Shanghai. His fluency in English and 
his wider experience of the ways of the 
developed world make him feel supe- 
rior to the “natives.” Although he 
doesn't quite call the Shanghainese that, 
his remarks about “them” in his letters 
home come straight out of the imperial- 
ist's lexicon of condescension. 

He speaks a rudimentary Chinese, 
and only later does he discover that the 
natives consider him an ersatz Chinese. 
This does not trouble him at first, for he 
prides himself on his whole-hearted 
identification with Malaysia and has 
never had much time for those of his 
older countrymen who remain senti- 
mental about China. 

Gradually, though, as his shallow 
knowledge of China deepens, an uncer- 
tainty creeps into his attitudes. While 
he would still use the word “backward” 
of China, he begins to realise that there 
is much about the people which resists 
that simple pigeon-holing. He wishes he 
spoke more Chinese, and discovers to 
his surprise that it shames him to con- 
fess his inability to read it and to put 
even a rough date to the Han or Tang 
dynasties. Worse, whereas he used to 
stress his difference from the natives, he 
now wishes to persuade them, lest they 
take him for a lesser breed of Chinese, 
that he is much closer to their culture 
than they may think. Something now 
focuses the Chinese aphorisms and 
symbols heard and seen in childhood 
more sharply in his memory, and he 
wonders if that something is the so- 
called “rediscovery of roots.” 

It hardly amounts to re-sincisation, 
and when he enrols his son in a Chi- 
nese-medium school upon his return to 
Kuala Lumpur, his reasons are merely 
practical. If his child grows up to be a 
businessman, knowing the language 
would make him that much abler to 
exploit opportunities in China. He con- 
tinues to have little affinity for the hard 
core of the Chinese community in Ma- 
laysia which clings to the symbols of 
things Chinese — language, education, 
rituals and so on — but he is less ready 
than before to condemn its attachment 
to heritage as “Chinese chauvinism.” 


For every Southeast Asian Chinese 
touched in this way by an encounter 
with China, however, many more re- 
main unaffected. Whether divided by 
country of settlement or by place of ori- 
gin, by language or education or by 
generation, there are many species of 
Southeast Asian Chinese, and the 
reinvigoration of China is good news to 
some and an irrelevance to others. 

Time was when to be Chinese was 
to be involved in the affairs of China. 
No longer. Now, self-identification as 
Chinese does not mean being ready to 
answer when Chinese history calls. In- 
deed, if the emigré Chinese heart beats 
for China anywhere, it beats not in 
Southeast Asia but in North America 
and Australia. 

These are the only shores to have re- 
ceived fresh tides of immigration from 
China in recent years. Their numbers 
augmenting those from Hong Kong and 
Taiwan, the newcomers (among them 
70,000 students) are typical of first-gen- 
eration immigrants in having strong 
links with the homeland left behind. 
They are tugged into engagement with 
China intellectually and politically. And 





while their economic weight does not 
match that of the Southeast Asian Chi- 
nese, their skills may translate, in an age 
of science and technology, into an im- 
pact out of proportion to their numbers. 

The cross-border connections be- 
tween Chinese at home and abroad 
have yet to work themselves out and 
are in any case inseparable from the 
globalisation of information, trade, 
money, culture and even migration. The 
question as to whether these connec- 
tions portend ominous tugs of alle- 
giances may itself be too parochial. m 


Lynn Pan is a writer based in Hong Kong. 


Her books include Sons of the Yellow Em- 
peror: The Story of the Overseas Chinese. 


FAR EASTERN ECONOMIC REVIEW 


Police patrol Manila’s Chinatown following a kidnap scare. 
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Tensions 
Persist 


But official discrimination 
is on the decline 


Suspicion of Chinese set- 
tlers in Southeast Asia, even 
hostility, is nothing new. 
There were occasional mas- 
A sacres of whole communi- 
- EE ties as far back as the 17th 
and 18th centuries, and resentment against 
Chinese economic dominance still has deep 
roots to this day. In an effort to break the 
Chinese economic dominance over the lo- 
cal economies, most of the countries of 
Southeast Asia implemented discrimina- 
tory policies against the Chinese in the 
1950s and 1960s, some of which have con- 
tinued, though usually much diminished, 
up to the present. 

Although race relations in Southeast 
Asia have been good 
for a generation or 
more, recent events 
demonstrate all too 
clearly that there is 
still tension under the 
surface. China, too, 
could unwittingly de- 
stabilise the delicate 
modus vivendi. Future 
relations will also de- 
pend not only on what 
China does but on 
how the ethnic Chi- 
nese are treated in 
their adopted coun- 
tries. If Southeast 
Asian Chinese face 
discrimination, pre- 
judice, barriers to naturalisation or integra- 
tion, hostility and envy, then naturally they 
will be more receptive to the appeal of 
China. But official discrimination against 
Chinese, while still a problem, seems to be 
on the decline. Thailand, for example, re- 
cently announced that it would change its 
nationality law so that foreign-born chil- 
dren — many of them Chinese — who lost 
their nationality as a result of a change in 
the law in 1992 could regain Thai national- 
ity 
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Medan last April furnished an example 
of tension that erupted into a riot. China's 
reaction to that incident — with a Chinese 
foreign ministry spokesman calling on In- 
donesia to defuse the situation — was im- 
mediately denounced by Jakarta as inter- 
ference in its internal affairs. Senior Minis- 
ter Lee Kuan Yew of Singapore, at an Asia 
1994 
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Society conference in May, criticised the 
Chinese for having "revived old fears that 
China has not abandoned its claim to the 
loyalties of all ethnic Chinese wherever 
they are." 

The Medan incident confronted Malay- 
sia, too, with a problem. It censored cover- 
age of the Medan riot from the BBC televi- 
sion news bulletin on the ground that such 
scenes were "unsuitable for local viewers." 
Although race relations in Malaysia have 
been calm for 25 years, memories of the 
1969 riots remain vivid, and the govern- 
ment obviously did not want anti-Chinese 
disturbances in Indonesia to spill over into 
Malaysia. 

China's economic successes will natu- 
rally stir some ethnic pride and lead some 
of the wealthier ethnic Chinese to identify 
more closely with China. Since the 1960s, 
most of them have turned their backs on 
China out of horror at the brutalities of the 
Cultural Revolution. Yet any resurgence of 
discrimination and hostility towards them 
in Southeast Asia could lead many of them 
to think again. And what happens in Hong 
Kong after 1997 will also affect the way 
they think. 

They may no longer be turning away 
from China as sharply as they have done 
since the 1960s, but the long-term process 
of becoming Southeast Asians will surely 
continue. After all, most of them are doing 
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Keeping their hand in. 

very well there. It would not be surprising, 
however, if ethnic Chinese begin to take a 
greater interest in their ancestral culture. 
Even non-Chinese are drawn by China’s 
development. 

Finally, despite Chinese assertion of 
sovereignty over the Spratlys and other is- 
lands in the South China Sea, speculation 
that Beijing will seek to exert any form of 
hegemony over Southeast Asia can be dis- 
missed as most unlikely. The Southeast 
Asian Chinese themselves would be un- 
likely to welcome any such claims by 
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China. In any conflict between their na- 
tional governments and Beijing, they 
would be caught in the middle. The rela- 
tive security and prosperity they have long 
enjoyed would be threatened throughout a 
region where they have flourished pre- 
cisely because it did not fall under commu- 
nist China’s control. 

What is perhaps more likely is that a 
phase of greater ambiguity and uncer- 
tainty about national and ethnic identities 
among the ethnic Chinese of Southeast 
Asia may be ushered in. Wang Gungwu, 
vice-chancellor of the University of Hong 
Kong and a noted scholar, has written of 
the multiple identity of the Southeast 
Asian Chinese and has posited the emer- 
gence worldwide of "cosmopolitan 
sojourners, among whom the Overseas 
Chinese will perhaps be the most promi- 
nent. 

Any "re-sinicisation" that is occurring 
is mainly going to be at the level of learn- 
ing Chinese and a revival of interest in 
some facets of traditional Chinese culture, 
with some revival of pride in ancestry. In 
a world more accepting of multiple 
identities and of the cosmopolitan 
sojourner phenomenon, that need not be 
alarming — although in Southeast Asia 
non-Chinese may not see it that way for 
some time yet. 

B George Hicks and J. A. C. Mackie 
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Scars of the Jungle 


The Sorrow of War by Bao Ninh. English 
version by Frank Palmos based on the 
translation from the Vietnamese by Vo Bang 
Thanh and Phan Thanh Hao, with Katerina 
Pierce. 

Secker & Warburg, 81 Fulham Road, London. £8.99. 


The Sorrow of War isn't for the faint- 
hearted. The reader is overwhelmed with 
graphic scenes of brutality, horror and 
death from Vietnam's war with the United 
States. These subjects aren't new for those 
who have read the harrowing accounts of 
American war veterans. But what distin- 
guishes this novel is the fact that the writer, 
Bao Ninh, is a veteran of the North Viet- 
namese army. 

Since the war ended in 1975, dozens of 
books have been published in Hanoi — 
mostly by political commissars who saw 
little actual combat — romanticising the 
conflict and lauding the bravery of its sol- 
diers. Ninh is the first writer to shatter this 
communist party myth by depicting a war 
full of anguish and suffering. For Ninh, the 
war produced no winners. 

“The ones who loved war were not the 
young men, but the others like the politi- 
cians, middle-aged men with fat bellies and 
short legs," says Kien, the protagonist "Not 
the ordinary people. The recent years of 
war had brought enough suffering and 
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‘Enough suffering to last 1,000 years.’ 


pain to last them a thousand years.” 

The Vietnam Writers Association voted 
Ninh’s narrative one of the best three 
novels of the year in 1991 when it was first 
published. The honour prompted a flurry 
of protest from army veterans and literary 
critics who charged that he had exagger- 
ated the horrors of the battlefield. 

This translation helps foreign readers to 


The Road Much Taken 








understand what provoked the contro- 
versy. Australian writer Frank Palmos, a 
journalist in Vietnam during the war, 
adapted Ninh’s original to make it easier 
for foreigners to penetrate. Some readers 
may feel uncomfortable with his “West- 
ernisations,” such as giving Viet- 
namese characters nicknames such as 
Hanna and Sue. 

Ninh’s scouting unit, the 27th 
Youth Brigade, which fought in some 
of the fiercest battles, forms the 
backdrop for the novel. Of the 500 
soldiers who went south in 1969, 
Ninh was one of only 10 to return. 
He was seriously wounded twice 
and participated in the assault on 
Saigon in April 1975 that ended the 
fighting. 

The novel begins with Kien, 
Ninh’s thinly-veiled alter ego, travel- 
ling to central Vietnam after the war 
to search for the remains of his fallen 
comrades. Kien is haunted by night- 
mares about horrific battles in the 
Jungle of the Screaming Souls, where 
so many members of his unit died. 

Following his release from the 
army, Kien returns home to an indif- 
ferent society and is overwhelmed by 
depression, alcoholism and alienation. “Af- 
ter this hard-won victory, fighters like you, 
Kien, will never be normal again,” an army 
driver tells him. “You won't even speak 
with your normal voice, in the normal way 
again." 

Ninh's account is the first public admis- 
sion that Hanoi's veterans suffered from 
post-traumatic stress disorder. Ninh de- 


ease of Hue, a city "dead at the core" 
whose "citizens seem ineffably sad" — 
but she never has encounters or adven- 
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Seeing Vietnam: Encounters of the Road 
and Heart by Susan Brownmiller. 
HarperCollins, 10 E. 53 St., New York, NY. US$22. 


There should be a guilt limit for Ameri- 
can writers visiting Vietnam for the first 
time. So weighted down by the baggage 
they bring, some Americans are unable 
to see through the past to the present. It 
is understandable that an American's 
first visit is likely to occasion a medita- 
tion on past and present. What's at issue 
is the balance between the two. The 
Vietnamese don't demand the guilt 
Americans bring. Most Vietnamese want 
to live in the present and most readers 
of travel books on Vietnam want to as 
well. 

Susan Brownmiller, best known for 
her influential study of rape, Against Our 
Will, visited Vietnam in November 1992. 
Seeing Vietnam is the result of this trip. In 
her first stop in Hanoi, she falls in with a 


group of older women doing tai chi by 
Hoan Kiem Lake; in the midst of innocu- 
ous pleasantries, suddenly, unprovoked, 
she apologises “for what my country did 
to your country" and bursts into tears. 
The past is too much with her. 
Brownmiller spends too much of the 
reader's time on war-time digressions and 
not enough amidst the people today (over 
half of whom were born after the war), 
telling us how they live and what they 
think. Though a committed feminist with 
an interest in flowers, ceramics and wild- 
life, the war is her only organising princi- 
ple. We don't need another rehash of the 
Tonkin Gulf incident. 

Brownmiller is an agreeable compan- 
ion, not an extraordinary one. She seems 
almost too polite, too restrained to be a 
good journalist. She has a good eye — 
she captures the subversive humour of 
the water puppets, the unique beauty of 
Thien Mu Pagoda and the pervasive un- 
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tures that suddenly or even incrementally 
reveal the country. 

There is the cyclo driver in Hanoi who 
likes videos more than water puppets, the 
former USAID translator who hangs 
around a Chinese assembly hall in Hoi 
An waiting to ride the economic waves of 
doi moi, the boatman's wife who relieves 
Brownmiller of pen and lighter. There 
should be more of these vignettes to give 
flesh and blood to economic change and 
history's currents. 

Brownmiller always stops a question 
or two short. Admittedly, she was con- 
strained by language and at times by her 
martinet guide with his own agenda, but 
we hear too few Vietnamese voices not 
on the programme. 

She visits Saigon's Ben Thanh market 
but doesn't speak to women traders. She 
spends considerable effort to reach a Bru 
village in the Central Highlands only to 
ask one question of a villager. Similarly, 


JULY 14, 1994 


———————— € 


picts a disappointing peace and questions 
whether the struggle to reunify the coun- 
try was worth the sacrifices. 

"But look at the chaotic post-war situa- 
tion in the cities, with their black markets," 
the driver tells Kien, alluding to the failure 
of socialism before the free-market reforms. 
"In this kind of peace it seems people have 
unmasked themselves and revealed their 
true, horrible selves. So much blood, so 
many lives were sacrificed for what?" the 
driver ponders. 

One of the most gripping scenes is a 
flashback depicting the newly-recruited 
Kien and his girlfriend, Phuong — who 
had tried to talk him out of enlisting — 
racing to catch up with the unit from which 
he had been separated during an Ameri- 
can air raid. As their train comes under fire 
from U.S. bombers, the Vietnamese victims 
attack each other brutally. 

The traumas of that 
impossible for Phuong 
and Kien to resume their 
love, even after peace 
returned. "Justice may 
have won," Kien writes 
about Hanoi's victory 
over the Americans, “but 
cruelty, death and inhu- 
man violence had also 
won. ... The psychologi- 
cal scars of the war will 
remain forever." 

m Murray Hiebert 


night made it 


Murray Hiebert is a REviEW 
correspondent, based in 
Hanoi. 


she tracks down Tri Quang, a militant 
monk in the Buddhist opposition to the 
South Vietnamese regime, but finally 
coming face-to-face with someone who 
obviously means a great deal to her, she 
becomes tongue-tied. 

She is not inaccurate or unobservant, 
but something is missing — the fire of an 
organising interest that would give her 
observations a quirky 
spark. In her prosaic sin- 
cerity, she is like a cook 
who provides the daily 
caloric requirements but 
no culinary memories. 

Brownmiller writes 
with little passion until 
the last 20 pages, when 
she confronts the resur- 
gence of prostitution in 
Vietnam with anger and 
outrage. It is not until the 
end of her journey, when 
she travels to a sanctuary 
for sarus cranes in the 
Plain of Reeds, that the 


ENCOUNTERS 


JULY 14, 1994 





WILLIAM WEI 





Up With Asia 


The Asian American Movement by William 
Wei. 
Temple University Press, Philadelphia, PA. US$34.95. 





"Schoolgirls carrying their books to 
wizened members of the Chinese Golden 
Age Club marched and chanted outside 
the Confucius Plaza construction site, their 
signs inscribed ‘The Asians built the rail- 
road: Why not Confucius Plaza’.” Thus 
runs one of the more delightful vignettes 
in William Wei's history of the Asian 
American struggle for identity in the black- 
white racial landscape of the U.S. 

Covering the radical Maoist groups of 
the 1970s to the well-heeled political fund- 
raisers of the 1980s, Wei's work is the first 
to document the rise and fall of dozens of 
Asian American organisations. The Asian 
American Movement charts 
| the development of a 
|! pan-Asian identity by the 
diverse ethnic groups that 
have immigrated to the 
U.S. over the past two 
centuries. 


j Asian American 
N X money partly makes up 
Ne M^ v x 

—-— for the lack of substantial 


votes in local and national 
politics. The U.S. Filipino 
community donated 
US$90,000 to anti-Marcos 
Congress Representative 
Stephen Solarz during a 
recent election, 15% of his 





reader sees Vietnam from an angle differ- 
ent from that presented in most travel 
books. 

Brownmiller’s visit to a Central High- 
land village is telling. When the villagers 
besiege her and her photographer with 
their medical problems, she demands to 
leave, telling her guide: "There's nothing 
we can do for them." 

Shades of the attitude 
that got America into the 
Vietnamese quagmire 
Brownmiller protested? 
The Vietnamese are not 
expiatory fodder to 
make Americans feel 
good: they are more than 
just objects of American 
interest, even if benevo- 
lent. They are more than 
one-dimensional victims 
of the past. 

B Jeffrey Hantover 


Jeffrey Hantover is a writer 
based in Hong Kong. 
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total campaign chest. In 1986, the Asian 
American community raised US$100,000 
for a Los Angeles mayor's run in the Cali- 
fornia gubernatorial race. 

Wei traces the big-money politics of to- 
day's Asian American community back to 
the radical 1960s and 1970s, when efforts 
to build à pan-Asian, cross-ethnic identity 
began. In the 1960s, the Vietnam War and 
the coming of age of the first generation of 
Asian American university students gave 
rise to an Asian American consciousness. 
Initially working with groups like Students 
for a Democratic Society, Asian Americans 
eventually left mainstream organisations 
out of disgust with the movement's insen- 
sitivity to the war's racist overtones and 
the dehumanisation of the Vietnamese 
enemy whom they perceived as fellow 
Asians. 

"Marxism-Leninism-Mao Tse-tung 
Thought" inspired the formation of revo- 
lutionary organisations by radical elements 
in the Asian American community. Disap- 
pointed with America's "imperialist" rela- 
tionship with Japan, Asian American revo- 
lutionaries romanticised Mao and the Cul- 
tural Revolution. Wei quotes American 
writer Tom Wolfe describing a 1969 riot 
where Maoists were present, "Bottles, 
bricks and all sorts of s*** rain down from 
the rooftops. Cats are throwing cherry 
bombs dipped in glue and studded with 
broken glass . . . suzy wong flower drum 
song no tickee no tong war no wonton . . ." 
Those who survived the mid-1970s turmoil 
among the radical factions eventually 
moved on to electoral politics. 

Jesse Jackson's presidential campaign 
provided a venue for many Asian Ameri- 
can radicals to make the transition. In the 
big cities, Asian Americans built coalitions 
across ethnic minorities, Asian and non- 
Asian, to win influence. 

As with the African American commu- 
nity, there are not only rifts among groups 
of different national origins, but also a sig- 
nificant division by gender. Especially in 
the literary community, where Asian 
Americans command a higher profile than 
in politics, the success of women writers 
has provoked attacks from some men who 
believe the high esteem enjoyed by novel- 
ists like Maxine Hong Kingston and Amy 
Tan reinforces a negative image of Asian 
American men. 

As one critic, Frank Chin, puts it, the 
assimilation of these women writers into 
mainstream culture affirms "the white 
stereotype of the acceptable Asian as ut- 
terly without manhood. . . . At worst, the 
Asian American is contemptible because he 
is womanly, effeminate, devoid of all tradi- 
tionally masculine qualities of originality, 
daring, physical courage, and creativity.” 

@ Irene Wu 


Irene Wu is an intern at the Review's Wash- 
ington bureau. 
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Kornlake Villa in Dongguang (/eft); vandalised apartment in Danshui. 
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House of Cards 


Residential development has run rampant in China's Guangdong 
province, fuelled by cheap land and demand from Hong Kong. A 


collapse seems inevitable. 


By Louise do Rosario in Dongguang 


tis early on a Sunday morning, but real- 

estate agent Ken Wong is hard at work, 

leading a group of Hong Kong inves- 
tors along a muddy road in Guangdong 
province. 

“We'll build a luxury club house and a 
shopping mall there," he tells his entou- 
rage, motioning towards paddy fields. 
“Smell the fresh air. It's the ideal break 
from hectic Hong Kong." Around the 
group, a bleak construction site dotted by 
a few half-completed low-rise buildings is 
being transformed into something called 
Kornlake Villa. 

Wong, who works for a Hong Kong 
real-estate agency, says the 252 housing 
units planned for the site will be ready by 
June 1996. Whether Kornlake Villa turns 
out as bucolic as its name remains to be 
seen. A glossy brochure shows block-like, 
low-rise flats, their interiors miniature 
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parodies of European elegance. 

Never mind. These buyers aren't shop- 
ping for amenities or ambience. They're 
looking for bargain-basement prices, and 
Kornlake Villa has plenty. A 1,300-square- 
foot apartment goes for HK$280,000 
(US$36,000). Per square foot, a typical place 
in Hong Kong would cost 30 times as 
much. What's more, the apartment can be 
secured with a deposit of around 
HK$60,000, the cost of a banquet party in 
Hong Kong. 

Cheap, sure. But a bargain? That de- 
pends. Analysts say some areas of Guang- 
dong, China's hottest property market of 
late, could be headed for a crash. That's 
partly because of oversupply, partly be- 
cause buyers are discovering that many a 
Chinese dream home is not all it's cracked 
up to be. In certain small counties, prices 
have plunged as much as 40% in the past 
year or two, to as little as HK$150 a square 
foot, industry observers say. The supply 
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glut, combined with a nationwide credit 
squeeze, will drive prices down further as 
"developers try to liquidate their hold- 
ings," says Thomas Chan, coordinator of 
Hong Kong Polytechnic's China Business 
Centre. 

Already, signs of fire sales abound. 
Since early this year, developers have filled 
pages of Hong Kong dailies with full- 
spread colour advertisements touting 
mock-European architecture, fountains and 
landscaped gardens. On Hong Kong tele- 
vision, celebrities endorse projects in lively 
commercials. Hotels host exhibits and 
launching parties, where potential inves- 
tors are cornered to buy based on mini- 
ature models. 

“These events usually are held over the 
weekend to ensure the biggest turnout and 
a rapid conclusion of sales," says Eric 
Chan, managing director of C. H. K. (Hong 
Kong) Surveyors, a real-estate consultancy. 
Hong Kong investors are often easy tar- 
gets: squeezed by soaring real-estate prices 
at home, the dream of a spacious, quiet 
retirement home or holiday resort spurs 
many to fork over sizable deposits without 
even visiting the construction site. 
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There are other inducements. Many de- 
velopers offer pay-as-you-go mortgage 
terms — obviating bank loans — often to 
sell investors on yet-to-be-built units. 
Kornlake Villa, for example, allows buyers 
to pay in 72 monthly instalments, and of- 
fers free “luxury” furniture such as Italian 
sofas and Danish bunk beds. 

To some, this aggressive marketing 
looks suspiciously desperate. “The more 
colour supplements you see, the more des- 
perate they are," says a prominent Hong 
Kong businessman. Li Si-ming agrees. “It 
must be close to a crash now,” says the 
Hong Kong Baptist College lecturer, a spe- 
cialist on Guangdong's economy. "If not, 
why are they providing free furniture so 
generously?" 

Investors may sense this too. "The more 
free things you provide, the more wary 
potential buyers are,” says Wendy Man, a 
director of Hong Kong-based Clifford Es- 
tates, a joint venture of Chinese and Hong 
Kong interests. Still, Clifford Estates sold 
600 units in Panyu in late May for 
HK$170,000-340,000 each. Most went to 
Hong Kong investors. 

The developers of Clifford Estates and 
Kornlake Villa are only a small part of a 
large industry pitching Guangdong prop- 
erty to cash-rich Hong Kong residents. 
Some companies are inexperienced con- 
cerns throwing up shabby structures un- 
der minimal, or no, government regulation. 
They've offered an estimated 200,000- 
300,000 units to Hong Kong investors since 
1992, about 10 times the number of Hong 
Kong units offered during that period, 
though many remain unbuilt. Chan, the 
surveyor, estimates Hong Kong investors 
have committed at least HK$15 billion to 
Chinese projects, most of that in Guang- 
dong, Hong Kong's geographical neigh- 
bour and cultural next-of-kin. 

Guangdong real estate once held little 
appeal for Overseas Chinese beyond the 
odd retirement house or golf-course mem- 
bership. In 1991, however, Beijing gave lo- 
calities the green light to develop China's 
nascent property market, and Guangdong 
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Ad for new homes in Shenzhen. 

jumped at the opportunity. Li, of Hong 
Kong Baptist College, estimates that real- 
estate prices in Guangzhou (the provincial 
capital) and Shenzhen (the special eco- 
nomic zone abutting Hong Kong) soared 
in just two years to Rmb 700-800 (US$80- 
92) a square foot from Rmb 200-300. 

By early 1992, small counties and vil- 
lages were eagerly joining the property 
race. Many teamed up with small-time 
Hong Kong developers to develop vast 
pieces of rural land, much of it given virtu- 
ally free by local governments. Few gave 
much thought as to how small villages 
would provide adequate roads, sewerage 
and energy for these massive projects. 

"Local governments [in Guangdong] 
were extremely lax; they would give de- 
velopers as much land as they demanded," 
says Man. Adds Lau Pui-king, a senior 
business lecturer at Hong Kong Polytech- 
nic: "Local officials blindly pursue prop- 
erty development without assessing seri- 
ously the market's ability to absorb the 
supply." 

It seemed a gold mine: land and con- 
struction costs were a fraction of Hong 
Kong's, and demand appeared insatiable. 
Big developers showed little interest in 
these rice fields, preferring Beijing, Shang- 
hai and other major cities. 

In the past three years, Hong Kong in- 
vestors have bought some 60,000 units — 
everything from Spanish-style villas and 
high-rise apartments to low-rise luxury 
houses. At HK$150,000-400,000 for a two- 
or three-bedroom apartment, Guangdong 
property can seem irresistible to people 
who'd pay up to HK$6 million for similar 
units at home: people such as Dao Heng 
bank employee Charles Ng, who bought a 
1,600-square-foot apartment in Dongguang 
for HK$300,000. The building won't be 
completed until later this month. But, he 
says: "It's better than leaving my money in 
a Hong Kong bank and earning low inter- 
est.” 

With low prices, however, come high 
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risks. Witness the property bust in the 
small town of Danshui, a two-hour train 
ride from Hong Kong. Danshui officials 
began to market heavily in Hong Kong two 
years ago, hoping the nearby Daya Bay 
nuclear plant would generate jobs in the 
rural backwater. Hong Kong investors 
bought about 17,000 units in Danshui, for 
an average HK$150,000-250,000 each, in- 
dustry watchers say. 

But Danshui's industrial boom never 
materialised. Instead, the town has been 
overrun by inland gangsters pursuing a 
more profitable business: smuggling 
luxury cars from Hong Kong. “Law and 
order has deteriorated rapidly there,” says 
Polytechnic’s Chan. “People don’t dare to 
go out after six in the evening.” Migrant 
workers broke into and occupied apart- 
ments of absentee Hong Kong owners. 
Some half-finished projects were aborted; 
others were completed in haste, left with- 
out power, elevators or water. Many de- 
velopers have disappeared and "there's no 
way to track them down," adds Man of 
Clifford Estates. 

The next Danshui-style bust may be 
brewing in the township of Zhang Mutau 
(population: 100,000). Zhang Mutau, in the 
Dongguang district of Guangdong where 
many Hong Kong manufacturers run as- 
sembly operations, has become the prop- 
erty star of southern China. Last year, out- 
side investors, mainly from Hong Kong, 
bought 13,500 units there, lured by aggres- 
sive marketing, bargain prices and prox- 
imity to the colony. By 1997, its promoters 
say, it will become a "Little Hong Kong." 
Maybe, if it doesn't collapse under its own 
oversupply. A visitor notes dozens of com- 
pleted but empty units that, one agent says, 
successive realtors have been unable to sell. 

"There's a limit how many properties 
Hong Kong people can buy,” notes Doug- 
las Chan, a director at New World Deve- 
lopment (China), a subsidiary of the giant 
Hong Kong-based developer. Other factors 
may quell Hong Kong demand. For one, 
property in the colony is undergoing a 
downward correction, that, if steep 
enough, should make it more attractive 
than what's on offer in Guangdong. For 
another, China plans a capital-gains tax 
that could be as high as 50%. 

Li says a cooling period will be good 
for the market “because things have grown 
too rapidly and there has been little macro- 
coordination." Chan of New World adds 
that a correction will ^help to weed out the 
smaller developers and the speculators, but 
benefit big developers like ourselves." 

Indeed, most agree that the China prop- 
erty market has great long-term potential, 
but that investors have to be careful about 
where to go. "There is so much land in 
China,” says Chan of New World. “You 
have to be strategically located to make 
profits." Danshui and its likes are not the 
places he has in mind. * 
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Where to Put 
Your Money 


Every quarter the Review 
examines a broad range 
of personal investment 


opportunities to help small 


and large investors discover 


ideas and assess risks. Keep 
a lookout for the July 21 
issue on newsstands or, 
even better, subscribe 
to the Review now and 


you'll never miss out. 
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PERSPECTIVE 


Where's the Beef? 


By William McGurn 








It may be in the service 


sk most folks what they see when you show them a Big Mac, and they'll tell 
you hamburger. Not Chan Wai Kwan. Chan is the secretary-general of 
Hong Kong's Coalition of Service Industries (CS), which might explain why 
when he looks at a beef patty what he sees is a slew of services from clean toilets to 
cheerful order takers. 

So taken was Chan by the idea that the McDonald's hamburger ought to be 
defined as a service that he had the csi debate the issue last year. "In the end we 
opted for a more conservative definition of service," says Chan. "But you could 
make a good case for the McDonald's hamburger." 

You certainly can. As Chan points out, the actual food cost of a McDonald's 
hamburger represents only a fraction of its final price. And burgers and fries alone 
may be the least important factor in explaining the 95 billion hamburgers sold 
worldwide from 14,000 stores across 70 countries. Kids love the bright colours and 
fun atmosphere. Others opt for price. 

But most choose McDonald's because of consistent range of services that they 
associate with the golden arches from Bangkok to Boca Raton: spotless tables, 
working air conditioning, quick service, etc. "Anyone can make a burger," con- 
cedes its managing director for Hong Kong, Dan- 
iel Ng, whose franchise includes 25 of the 50 busi- 
est McDonald's in the world. “We make it fun.” 

That "fun" is not as frivolous as it sounds: it's 
what puts money in the bank. Not that McDon- | 
ald's uses snappier service to cut corners on its 
food. Far from it; McDonald's spends a small for- 
tune to ensure the quality — and consistency — 
of its food. The point is, so do its competitors. A 
good product at a good price is a given. What 
gives McDonald's its edge is the degree to which 
it has integrated service into its products. 

What does all of this mean for Asia? Primarily 
it means rethinking old assumptions. Tradition- -—- ue — 
ally Asia's wealth has come from manufacturing Not just a pretty burger. 
and the economies of scale associated with lower 
wage costs. But building a better box may no longer be enough. 

It’s no secret that Asia's service sector is growing in importance, and not just in 
Hong Kong and Singapore; World Bank figures show, for example, that even in 
such places as South Korea and Thailand, services already account for about half of 
GDP. But the more important factor here, which appears nowhere in the statistics, is 
the blurring of the old line between manufacturing and services. With soaring 
wages and growing affluence, Asia's businessmen will depend more on services to 
build that box in the first place — and then sell it. 

Even products can have a service aspect. Take another Mac, the Apple compu- 
ter. ^When people buy a computer they don't really care whether it has a 486 chip 
or a PowerPC chip," says Tim Wheeler, Apple's marketing director for the Far 
East. "They want solutions to their problems. And that's what we sell them." 

It would, of course, be silly to conclude from all this that services are somehow 
going to do away with manufacturers. Far more important for Asia is what an 
increased openness to services can offer more traditional sources of strength. 
Whether it is U.S. retailers like L. L. Bean using catalogue sales to penetrate the 
Japanese market, Acer reaching an arrangement to have DHL custom assemble its 
computers in Europe or even the nine China companies that have listed on the 
Hong Kong exchange to enhance their prospects, the ability of manufacturers to 
harness efficiency gains from services may spell the difference between success 
and failure in the more open and competitive post-Uruguay world. 

“In the past, Asians tended to look at liberalisation of services as a U.S. inva- 
sion," says the Csi's Chan. “But today they are beginning to realise that opening up 
their service sectors will give them more opportunities to compete elsewhere." m 
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Don’t miss the Far Eastern Economic 
Review on air with Review editors 
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columnist Nury Vittachi. 
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PROGRAMME SCHEDULE* 


| 6.30am 


ASIA BUSINESS NEWS 
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| exist in cash-based ac- 
| counting. 


| New Zealand Finance 


| budget. Although New 
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More Honest Accounting 


New Zealand projects budget surpluses, debt reductions 


| By Colin James in Wellington 


N 


ew Zealand’s Government has in 
the past decade become one of the 
world’s leanest and most transpar- 
ent. Now it has taken another path-break- 
ing step by releasing its first full budget 
using corporate-style financial statements 
designed to make accounting gimmickry 





| more difficult. 


New Zealand's budget for the fiscal 
year that began on July 1 uses accrual- 
based accounting methods shunned by 


, most other governments. They, like small 


stores, prefer to use cash-based accounting 
that simply measures how much money 
comes into the till and how much goes out 
during a year. This system often hides an 


| enterprise's true financial position. 


Politicians like it because they can ig- 


| nore future spending commitments on 


items such as pensions, figuring that they 
won't be around when the bill comes due. 


. Accrual-based accounting is more sophisti- 


cated, especially in its treatment of capital 
spending and depre- 
ciation, which doesn't 






Fortunately for 
Minister Bill Birch, 
strong estimated 
growth of 5.2% during 
the fiscal year to June 
30 allowed him to 
sketch a rosy scenario 
when he released the 
country’s new-style 


"ass 





Zealand has remained 
solvent by selling off 
assets (everything from 
the telephone system 
to forest-cutting rights), fiscal 1994 saw the 
first genuine surplus since 1978. 

Birch also laid out a 10-year strategy to 
slice the ratio of government debt as a per- 
centage of GDP by more than half. His plan 


| is simple: run budget surpluses and use 
| the money to pay back debt. Birch and his 
| successors have little choice. The recently 


passed Fiscal Responsibility Act orders the 
finance minister to show how the govern- 


| ment intends to lower debt to "prudent" 
| levels and keep it there. 


If New Zealand were a company, it 


| would have been out of business long ago: 
| a full accrual-accounting-based balance 


sheet showed the government with NZ$7.7 
billion (US$4.5 billion) negative net worth 
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Total expenses 
31.43 | 29.48 | 30.96 | 30.97 | 30.83 
As % of GDP 40.2 
Operating surplus 
(deficit) NZ$ million (819) 
As % of GDP 


Note: Fiscal years to June 30. 


on June 30, 1993. The Treasury's estimate 
for 1994 is a negative NZ56.3 billion. 

Birch wants the government's net worth 
to be back in the black in three years and 
expects a NZ$14 billion surplus by 2004. 
As part of that, he aims to cut net debt — 
now 42.1% of GDP — to less than 30% of 
GDP by fiscal 1997, and less than 20% by 
2004. To do this, he forecasts surpluses 
averaging 1.5% of GDP over the economic 
cycle. Even during recessions, Birch envi- 
sions no deficit spending. 

The estimated budget surplus for the 
year to June 30 was NZ$973 million, with 
the surplus for fiscal 1995 estimated at 
NZ$1.3 billion and more than double that 
the following year (see chart). However, the 
large surpluses depend on optimistic 
Treasury forecasts of 4.6% growth in the 
year to March 1995 and 3.5% the following 
year. These are higher than the mean con- 
sensus of private forecasters, who predict 
3.9% growth in 1995 and 3.2% during the 
next two years. 

Another reason for scepticism centres 


New Zealand Inc. 


Falling spending, rising profits 








349| 347 
973 | 1,288 | 3,069 | 5,020 


(1.0) 


Source: New Zealand Government 


on Birch's will to control spending. For fis- 
cal 1995, the finance minister forecasts 
spending will rise 4.9%, or NZ51.4 billion. 
Nearly two thirds of that is designated to 
meet previous commitments, and Birch 
forecasts slight drops in spending there- 
after. But the country cannot afford new 
spending on the order of NZ$500 million 
annually and hope to hit its fiscal targets, 
analysts say. 

If all goes according to Birch's plan, 
however, the outlook is very positive. 
Spending is projected to drop as a percent- 
age of GDP to 27% in 2003-04 from 34.7% in 
1994-95. Revenues are projected to hold 
steady at around 36% of GDP for the next 
three years, but drop to 27% in 2003-04. m 
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An Oxford China Economics Conference 


CHINA 


1 Growth Be Sustained and Stabilise 


] Beijing, 13-14 September 19 94 


Sponsored by Morgan Stanley Asia and Arthur Andersen & Co 












China is emerging as a major world economic power. But its rapid growth has been marked by persistent - | 
macroeconomic imbalances and instability. The transition to a market system has also reached a more critical | — 
and complex stage, with current reforms altering the basic rules of the game and the relative importance of | — 


various actors in the economy. This Conference addresses issues of central concem to businessmen and - 
governments: 


How sustainable is China’s high growth rate? 

Can stop-go cycles and instability be avoided, and do they really matter? 
What are the priorities of Chinese policymakers? Can they enforce them? 
How will financial, enterprise and other reforms affect economic performance? 
What are the business opportunities presented by these reforms? 


The Conference will provide chief executives, senior corporate planners and investment strategists with a 
- rigorous framework for evaluating Chinese economic prospects. Leading Western specialists, senior Chinese 
policy makers and advisers will identify the distinctive characteristics and dynamics of the Chinese economy, 


| partly by way of a unique roundtable debate on policy options and likely outcomes. Unlike most business 


.| Conference subscription: US$975 per person 


conferences on China which target mainly foreign companies, this Conference is also aimed explicitly at 
major Chinese companies and includes sessions for senior forei gn and Chinese executives to exchange views 
on China's business development. A briefing by a senior Chinese leader is scheduled. 


The Conference is being staged by Oxford China Economics (OCE) a joint venture involving Oxford 
Economic Forecasting and the Chinese Academy of Social Sciences. 


| Speakers will include: 

Liu Guoguang, Member, Standing Committee of the 8th Session of China's National People's Congress 
Lou Jiwei, Director, Macroeconomics Department, State Commission for Restructuring the Economic 
System 


Li Jiange, Vice Chairman, China Securities Regulatory Commission, and Deputy Director, Policy Research | 


Department, State Economic and Trade Commission 

Xie Ping, Deputy Director, Policy Research Department, People’s Bank of China 
Cyril Lin, Oxford University, Managing Director, Oxford China Economics 
Derek Morris, Oxford University, Chairman of Oxford Economic Forecasting 
James Feinerman, specialist in Chinese Law, Georgetown University 


4 | If you wish to attend or require further details of other services offered by OCE, please write to: - 
Oxford China Economics, Abbey House, 121 St Aldates 


Oxford, OX1 1HB, UK 
Tel: Int (+44) 865 202828 Fax: Int (444) 865 202533 
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TELECOMS 


Too Much Too Soon 


Malaysia's ambitious plans come under scrutiny 


By Mark Clifford in Kuala Lumpur 


t first glance, Malaysia's moves to 
modernise its creaky telecommuni- 
cations sector look like a case study 
in the benefits of privatisation and compe- 
tition. The government is selling off shares 
of former phone monopoly Telekom Ma- 
laysia and has invited in a slew of aggres- 
sive new competitors. 

Telekom Malaysia, for its part, is ex- 
panding aggressively by installing new 
telephone lines as part of a M$3.5 billion 
(US$1.4 billion) annual capital-spending 
budget. Today, there is one line for every 
10 people. By 2000, there will be one for 
every three people, nearly 
the ratio of neighbouring 
Singapore. 

While that's good 
news for the country's 19 
million people, it is less 
clear what the new open- 
door policy means for 
companies that have re- 
ceived licences to operate 
in the sector. Some ana- 











Busy Signal 


Malaysia’s Telecoms Players 


international 


Telekom Malaysia 
Celcom 
Binariang 


Telekom Malaysia 


Says a telecoms analyst in Kuala 
Lumpur: “Privatisation will take place on 
an ad hoc basis. The government has not 
given a great deal of thought to an industry 
that formerly existed as a monopoly.” 

The first question that investors and 
telephone companies want answered: what 
will be the role of Telekom Malaysia? The 
government, through the Finance Ministry, 
still holds three quarters of the company’s 
shares. As a result, it remains hobbled by 
political imperatives. Analysts say it is also 
overstaffed, under-managed and suffers 
from the lack of a clear regulatory struc- 
ture. 

Telekom Malaysia should, by law, be 
able to raise its tariffs in 
line with inflation. But no 
rate increase has been al- 
lowed for nearly 10 years. 
Indeed, the firm doesn't 
even have the freedom to 
cut prices to meet compe- 
tition. 

And there's plenty of 
it. Celcom, the operating 
unit of Technology Re- 
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lysts say that the govern- sources International 
ment has moved too Celcom (TRI), has staked out a 
icklv and issued Mobilkom line ETT 
quickly and issued too Binari commanding position in 
many licences, sometimes n the wireless market. It 


to companies with little 
experience in the field. 
Case in point: a cellular li- 
cence awarded recently to 


Malaysian Resources (MRCB) 


Domestic long distance 


Telekom Malaysia 


now has more than 
300,000 active subscrib- 
ers, more than one tenth 
the size of Telekom Ma- 


Malaysian Resources Celcom laysia's fixed-line net- 
Corp., the nation’s largest Time work. Telecoms analyst 
media group. Binariang Adam Quinton of UBS 


“There are too many 
licences for a small coun- 
try,” says Rameli Musa, 
vice-chairman of wireless operator Sapura. 
Consolidation is coming as operators 
scramble for cash and operating expertise. 
The only question is when and how. 

“There is going to be domestic industry 
restructuring," says an international 
telecoms consultant. “But the risk is that 
lack of regulatory transparency will lead to 
poor investments and low returns." 

Kuala Lumpur has been slow to intro- 
duce a regulatory structure to cope with 
multiple new players in an increasingly 
complex sector, leaving key questions 
affecting profitability unanswered. A long- 
awaited strategic blueprint unveiled in 
mid-May did nothing to remove uncer- 
tainty. “There was nothing in it to be talked 
about, only general statements," says 
Rameli. “There are a lot of issues that need 
to be resolved." 
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Source: UBS Securities 


Securities expects Cel- 
com's subscriber base to 
double by the end of 1995 
and top 1 million by 2000. He says the com- 
pany, which also operates long-distance 
and international services, is well on its 
way to being a full-fledged second carrier 
to Telekom Malaysia. 

Celcom doesn't have the wireless mar- 
ket to itself, however. A new satellite-based 
network backed by property magnate 
Ananda Krishnan is its main challenger. 
Krishnan's Binariang venture won support 
from Prime Minister Datuk Seri Mahathir 
Mohamad at a highly publicised ceremony 
in mid-May to mark the purchase of a sat- 
ellite from Hughes Communications Inter- 
national. Several other companies plan 
smaller-scale systems (see chart). 

One unanswered question the carriers 
all face is how much they'll have to pay 
Telekom Malaysia in interconnect fees — 
the charges that alternative carriers must 
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pay a dominant carrier to use its lines. They 
are a key factor in profitability. 

This and other areas of uncertainty have 
left analysts divided over Telekom’s future. 
The optimists figure that the company has 
nowhere to go but up after competition 
begins in earnest. Given the 15% annual 
increase in the number of Telekom Malay- 
sia's lines, and ample room to streamline 
its organisation, the company's long-term 


TRANSPORT 


Above It All 


Firms reject Bangkok bid to move railways underground 


prospects could be promising. Schroder | 


Securities analyst Nora Cheng forecasts 
that net profits will double in four years to 
M$2.4 billion. 

Telekom Malaysia has hired McKinsey 
& Co. to help it rethink its operations. At 
the same time, it is spending heavily on 
systems to make it more competitive. 
“They are getting ready” for competition, 
says K. H. Wun, a senior executive at 
American Telephone & Telegraph, which 
has a multimillion-dollar contract to install 
a revamped sales and marketing system 
for Telekom Malaysia. 





Not enough phones, but too many licences. 


Others, however, worry that the com- 
pany will not be allowed to compete, and 
that, in spite of the government's large 
holding, it will be forced to watch as the 
juiciest business opportunities go to private 
competitors. 

“They have an antagonistic relationship 
with the government,” says a Hong Kong- 
based telecoms analyst who follows the 
company. “People — and officials — just 
think it makes too much money and has 
lousy service. They also think it is a cow 
that can be milked.” 

"I see no evidence they will be allowed 
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By Gordon Fairclough in Bangkok 

ust say no. That was the approach the 
J builders of two elevated rail systems 
in Bangkok took when the govern- 
ment, in a last-minute switch, pushed them 
to turn their projects into subways. 

"Its like asking me to make a man's 
suit, and then changing the order to a 
woman's dress," complained Gordon Wu, 
managing director of Hopewell Holdings. 


_ Wu's Hong Kong-based company holds a 


concession to build a 60-kilometre, elevated 
road-and-rail network in the capital. "It's 
not a practical solution . . . we don't want 
any part of it." 

Faced with the rebellion by Hopewell 
and a second concession holder, Thai firm 
Tanayong, the cabinet backed down, 


| avoiding a row that could have damaged 


the country's reputation with international 
lenders. Their cooperation is essential for 
future infrastructure development. 

The ministers ruled that Hopewell 
could proceed as originally planned. Al- 
though they asked Tanayong subsidiary 
Bangkok Transit System to consider build- 
ing at least some of its 23-kilometre, light- 
rail system underground, government of- 


| ficials made it clear the company could do 


to compete," says Salomon Brothers 


telecoms analyst Andrew Harrington. He 
and others point to an archaic pricing struc- 
ture, especially on long-distance calls 


as it pleased. "If they are unwilling to do 
it [go underground], then they can go 
ahead with the original project," says gov- 
ernment spokesman Abhisit Vejjajiva. 
Tanayong intends to do just that. Execu- 
tive Director Edward Chow says: "We 
have decided there is only one way to go: 
elevated." 

A third rail project still being negotiated 
between the Metropolitan Rapid Transit 
Authority and Bangkok Land will go 
underground. The government has agreed 
to pay some of the extra costs. 

The latest wrangle over the proposed 
rail systems erupted on May 17 when the 
cabinet declared that it wanted the three 
projects to go underground in central 
Bangkok. The move was proposed by poli- 
ticians from the Palang Dharma and New 
Aspiration parties, who agreed with envi- 
ronmentalists that elevated trains would be 


, an eyesore and could interfere with road 


within the country, as evidence for their | 


pessimism. 
Indeed, some analysts predict an even- 
tual shakeout of the industry. Malaysian 


telecoms companies "are among the most | 


expensive companies in the world," says 
Harrington. "The valuations are not justi- 
fied. In many cases, they should be half 
their current valuations." % 
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traffic. It was yet another example of ma- 
noeuvring within the coalition government 
by parties hoping to take credit for solving 
Bangkok’s traffic woes. 

The cabinet said the government would 
shoulder the additional costs of moving the 
rail projects underground, which it initially 
estimated at about Baht 40 billion (US$1.6 


_ billion). And it asked the government 
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agencies involved to negotiate new deals 
with the contractors. 

The government was soon undermined, 
however, by its principal planning agency, 
the National Economic and Social Deve- 
lopment Board. In a report, the board said 
building underground would take longer 
and cause more traffic disruption. A study 
by Tanayong reached the same conclu- 
sions, saying a partially subterranean sys- 
tem would be more than twice as expen- 
sive as the planned elevated one. Operat- 
ing expenses would also be much higher. 
Moreover, because of the suggested 
change, the International Finance Corp. 
and other would-be backers of the project 
said they would have to reconsider. 

(Hopewell, for its part, said it would 
simply be impossible to go underground. 
The company has already started work on 
its elevated railway, which it says it plans 
to complete by 1997.) 

Faced with these gloomy predictions 
and fearful of inciting another fight over 
transport projects, the cabinet relented. 
Nevertheless, Tanayong’s Chow says Thai- 
land will have to be more careful in the 
future. "There's no shortage of projects in 
this region" that are competing for financ- 
ing, he says. And sudden shifts of govern- 
ment policy aren't likely to impress over- 
seas lenders. “If there's enough business to 
do elsewhere, bankers could be disillu- 
sioned from all this," Chow says. 

Indeed, for evidence of the sudden 
course changes that have marked the tor- 
tuous progress of Thailand's mass-transit 
mega-projects, you need only look as far as 
the name of the only Bangkok system that 
will go underground: Skytrain. z 


Thai Transit Tangle 
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Running Dog 


The Year of the Dog is showing the growth our Panel of Econo- 
mists predicted in January, when they last wrote here. Of the 
17 economies surveyed, none is expected to contract this year. 
Japan is expected to produce the region's slowest growth 
(about 1%); Malaysia and China the fastest (upwards of 9%). 
Eight of the 17 expect growth to accelerate in the second half; 
six expect it to slow. — . 

If our forecasters are right, Southeast Asia will continue to 
lead the pack in the second half. Second-half growth in the six 


Southeast Asian nations represented here is expected to aver- 
age 7.1% (unweighted), against about 7.3% in the first half. 
Overall, the Asia-Pacific region averaged growth of about 5.8% 
in the first half (combining official reports and estimates). The 
Panel expects a drop to around 5.7% in the second half. 

Nine of the Panel members expect inflation in their coun- 
tries to accelerate in the second half (five expect a slight 
slowdown). Only five predict significant rises in interest rates; 
three expect rates to fall while the rest foresee no great change. 
Nine forecast trade deficits for the second half, though one, 
Australia, projects a swing to surplus. Vietnam expects its trade 
account to balance by year’s end. 


PANEL OF 





JAPAN 


Paul Summerville, 
Bare Bones 
Economics, Tokyo. 





With stocks roaring out of the gate at the 
start of the year, and some upside surprises 
in economic data, the market began to ex- 
pect an economic recovery closer to 2% real 
growth in 1994, rather than none at all. Like 
the Tin Man that Dorothy found in The 
Wizard of Oz, however, the economy is so 
rusted that it will need much oiling. I still 
think the economy in 1994 is unlikely to 
grow more than 1%, if that. 

Price deflation continues to grip Japan. 
The consumer-price inflation rate fell be- 
low 1% early in the year and could hit zero 
by the last quarter. Cheap imports are 
flooding in, putting enormous pressure on 
the manufacturing sector. A new constitu- 
ency of retailers is forging a retailing revo- 
lution that is undermining Japan’s distri- 
bution maze. These structural conditions 
are not consistent with a 2%-plus, con- 
sumption-led recovery. 

Indeed, consumption figures them- 
selves have been neutral-to-dismal. With 
real wages falling, Japan’s propensity to 
consume has been weakening. In March, 
Japan recorded its worst fall in real spend- 
ing since the 1979 oil crisis. Moreover, capi- 
tal spending is set to fall yet again in 1994, 
this time by at least 3%. 

The currency market, which buys the 
yen on news of weak Japanese growth, cer- 
tainly agrees. Only the twin atomic bombs 


of interest-rate manipulation and currency 
intervention prevented the yen from roar- 
ing through the vital 100-to-the-dollar 
mark earlier than it did. 

With all of these negatives lined up 
against it, the Tin Man is very likely to lean 
back in the other direction. 


SOUTH KOREA 


Park Jae Won, 
research director, 
Lucky-Goldstar 
Economic Research 
Institute, Seoul. 





The economy expanded rapidly in the first 

half, mainly due to brisk exports and the 

fast recovery of facility investment, which 

grew 18.6% in the half. Despite tensions 

created by the North Korean nuclear issue, 

firms are optimistic about business pros- 
ects. 

The 12.3% increase in exports owed to 
the strong yen and the recovery of the 
world economy. The effect of the yen’s ap- 
preciation, however, will subside in the 
second half as the U.S. dollar regains 
strength against major currencies. 

The domestic recovery is likely to slow 
a bit, but is sure to continue. I expect full- 
year GNP growth of 7.6%, slightly lower 
than the Bank of Korea’s projected 7.8%. I 
project a 1994 current-account deficit of 
US$2.6 billion. Imports will continue rising 
at a double-digit rate, mainly due to surg- 
ing facility investment. 

Prices have stabilised since their first- 
quarter spike, but the second half looks 
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ECONOMISTS 


Outlook: Clear 


worrisome. Private consumption is increas- 
ing and international prices of raw materi- 
als are steadily rising. Inflation for the 
whole year is likely to exceed 6%. 


CHINA 


Thomas Chan, 
coordinator, China 
Business Centre, 
Hong Kong 
Polytechnic, Hong 
Kong. 





The financial problems afflicting the state 
sector and concerns that an economic slow- 
down may cause social instability have 
obliged Beijing to implement a liberal 
monetary and credit policy. 

However, inflation continues to pose a 
serious threat to economic stability, and 
consumer demand still lags far behind in- 
creases in supply. 

Despite the apparent re-acceleration of 
the economy in May, a slowdown seems 
inevitable in the second half of the year. 
However, a gradual balancing in China's 
foreign trade should reduce the likelihood 
of a hard landing. 

By May, China was able to balance its 
trade account. Excluding trade by foreign- 
invested enterprises, China was running a 
customs-based trade surplus of US$3.6 bil- 
lion by April. Given the downturn in im- 
ports, a large surplus should boost both 
government reserves and the value of the 
renminbi. 

A slowdown would assure better pros- 
pects for sustainable growth in 1994, albeit 
at a much slower rate than the 9% many 
expect this year. 
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TAIWAN 


Yu Tzong-shian, 
president, Chung- 
Hua Institution for 
Economic 
Research, Taipei. 





A first-quarter slowdown in exports 
spurred doubt among many observers that 
the economy would meet the govern- 
ment's 6% growth target. By June, how- 
ever, both export orders and industrial pro- 
duction were looking better. Both private 
and public investment are increasing. 

Inflation appears mild. The money-sup- 
ply growth rate is at a comfortable 15%, 
high savings have helped reduce interest 
rates, and wage rises remain moderate. 
However, the New Taiwan dollar has 
weakened against the U.S. dollar since 
early May, which may help exports but 
will probably spur inflation. 

There is still a shortage of unskilled la- 
bour in many sectors, so demand for for- 
eign labour remains strong. The labour 
participation rate has decreased, so that the 
unemployment rate remains unchanged. 

The economy will continue to grow 
moderately, and prices should remain sta- 
ble. What the people of Taiwan are wor- 
ried about is political instability and unfa- 
vourable developments in relations be- 
tween Taipei and Beijing. 


HONG KONG 


Miron Mushkat, 
chief economist for 
Asia, Lehman 
Brothers, Hong 
Kong. 





long Kong's proverbial heart, the stock- 
narket, is beating unevenly because of con- 
erns about interest rates and the efforts, 
eal or apparent, of a supposedly business- 
tiendly government to stabilise property 
rices. The winds blowing from China also 
ave a chilling effect, partially blocking the 
xport lifeline and restricting liquidity 
OWS. 

Neither heart problems nor gale-force 
üinds are likely to hinder the colony's 
aort-term macroeconomic performance, 
owever. Consumption, which is primarily 
icome driven, will continue surging, and 
le government, increasingly vision-driven 
id hence generous, will remain fairly ac- 
ve. 

Accelerating exports to China are not 
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on the horizon, but the mainland's domes- 
tically oriented industries are no longer 
crowding out their export-oriented coun- 
terparts, and the global economic picture is 
reasonably reassuring. 

Hong Kong had acted in contrarian 
fashion through the recession from which 
the world now seems to be emerging. 
Monetarists hope it will show greater price 
stability, but the still-strong property mar- 
ket makes this unlikely. So does the recent 
spike in oil prices and Beijing's attempts to 
bring prosperity (through price supports) 
to rural China. 


THAILAND 


Chesada Loha- — 
unchit, managing 
director, Tara Siam 
Business 
Information, 
Bangkok. 





Inflation is running much higher than we 
anticipated, reaching 4.8% in the first five 
months. That doesn't mean the economy is 
overheating, however; the higher inflation 
owes mainly to processed-food prices. 
Non-food price inflation has slowed since 
last year. 

We believe the pick-up in inflation is 
temporary. Already, growth in investment, 
consumption and industrial output is mod- 
erating. Growth in capital-goods imports 
slowed to 14.2% in the first quarter from 
22.3% for the whole of 1993. 

With imports rising only 10.7% in the 
first four months, the merchandise-trade 
deficit should narrow to US$7.8 billion in 
1994 from US$8.7 billion in 1993. The cur- 
rent-account deficit should also narrow, to 
US$6.0 billion from US$6.7 billion. 

Although investment applications have 
risen significantly this year, most projects 
aren't likely to have an impact in the short 
term. We project 8.2% economic growth 
and 4.5% inflation for 1994. 


MALAYSIA 


Tan Sri Dato' R. 
V. Navaratnam, 
executive director, 
Bank Buruh, 
Kuala Lumpur. 





Overall, Malaysia’s economic fundamen- 
tals remain strong, helped by the recovery 
in OECD countries. Domestic and foreign 
investment, which had slowed in the last 
two years due to competition from China 
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and Vietnam, have turned around since 
early 1994. 

The government posted its first-ever 
budget surplus in 1993, and expects an- 
other this year, despite heavy development 
spending. 

There are concerns, however. Inflation, 
which ran at 4.3% in the first four months 
of 1994, poses a threat to Malaysia’s com- 
petitiveness. Interest rates have declined, 
discouraging unstable short-term capital 
inflows, but this could also fuel inflation. 
The manufacturing sector's aggregate 
wage bill was up a year-on-year 27% in the 
first quarter. The strengthening ringgit, 
however, should help combat imported 
inflation. 

The trade deficit will widen sharply in 
the second half if imports and exports con- 
tinue growing at the current pace, 33% and 
22%, respectively. Despite losses of M$5.7 
billion last year, foreign reserves remain 
relatively high. They stood at M$90.9 bil- 
lion as of March 31, equal to 9.3 months' 
retained imports. 


SINGAPORE 


Rajeev Malik, 
economist, Jardine 
Fleming Broking, 
Singapore. 





After growing at an unexpectedly strong 
rate of 9.9% in 1993, Singapore stunned 
economists by posting a fantastic 11% 
growth in the first quarter. Double-digit 
growth rates in the manufacturing and 
financial-services sectors contributed to the 
performance. While the economy will lose 
some of its momentum over the course of 
1994, it will still expand by an impressive 
8.2%. The official forecast is 6-8%. 

Despite introduction of a general sales 
tax in April, that month's inflation came in 
at 2.9%, lower than we expected. It appears 
that many retailers slowly started raising 
prices following announcement of the tax 
last year, while others had absorbed the 
increase in April. 

Wholesale prices declined, the result of 
productivity gains and cheaper raw mate- 
rials due to the strong currency. However, 
we expect inflation to pick up in the sec- 
ond half as businesses pass on a part of the 
sales tax. For 1994, it will average 4%. 

Concerns about the adverse impact of a 
strong currency are exaggerated. Contrary 
to market expectations, the trade deficit 
will narrow this year. Lower import prices, 
easing labour and business costs, strong 
productivity growth, and a pick-up in in- 
dustrialised economies all bode well for 
exports. 
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INDONESIA 


Hadi Soesastro, 
director, Centre for 
Strategic and 
International 
Studies, Jakarta. 





Growth forecasts for 1994 have been re- 
vised downwards, from 6.5-7.0% to 6.0- 
6.3%. This is due mainly to slower growth 
in manufacturing output, especially export- 
oriented activities that have been hurt by 
weak external demand. 

Inflation will come in at about 7.7% in 
1994 (it was 9.8% in 1993). This is well 
above the 5% government target, and is 
partly due to the rising minimum wage. 
Money supply remained under control, 
which means 18-20% annual growth. 
There could be some tightening in the sec- 
ond half if the balance of payments dete- 
riorates. 

The current-account deficit, less than 
US$2 billion for all of 1993, amounted to 
US$1.6 billion in the first quarter alone. 
This was due to falling oil prices and slow- 
ing non-oil exports. 

Oil prices may firm slightly in the sec- 
ond half, but services payments will in- 
crease as a result of the yen's rise against 
the U.S. dollar. 

We project a US$4.5 billion current- 
account deficit for 1994, assuming that 
manufactured exports strengthen and that 
manufacturing investment recovers. 

The government hopes reforms intro- 
duced in June will stimulate both domestic 
and foreign investment. 

That remains to be seen; the investment 
climate has been damaged by a bank scan- 
dal, labour riots in Medan, and the govern- 
ment's recent closure of two news maga- 
zines and a newspaper. 


PHILIPPINES 


Ranjan Pal, 
director and chief 
regional economist, 
Jardine Fleming 
Broking, Hong 
Kong. 





The economy has finally begun to shake 
off its cobwebs. After a lacklustre 1.7% ex- 
pansion last year, GDP surged 3.8% in the 
first quarter of 1994, the highest figure 
since the fourth quarter of 1990. Helped by 
improved power output, industrial output 
led the recovery, growing 7.7%. 

On the demand side, fixed-capital for- 


mation should accelerate. Foreign-invest- 
ment applications have already exceeded 
the government's full-year target, US$4 
billion. 

Based on the first-quarter performance, 
we have raised our GDP growth forecast 
for 1994 to 3.9% from 3.5%, broadly in line 
with the government's. 

We have not changed our February 
forecast of an average 10% inflation for 
1994. In line with this forecast, we antici- 
pate the risk premium on the peso will 
widen, setting a floor of 13.5% for Philip- 
pine treasury-bill rates, down a bit from 
present levels. 

We have been surprised by the strength 
of the peso, up 3% this year despite falling 
interest rates, mainly because of large in- 
flows of remittances and investments. Later 
this year, the narrowing Philippine-U.S. 
rate differential, combined with a widen- 
ing trade deficit, will put downward pres- 
sure on the peso. We expect it to slide 3-4% 
to an average for the year of P28 to the U.S. 
dollar, compared with our earlier projec- 
tion of P28.85. 


VIETNAM 


Le Xuan Nghia, 
director of the 
Institute for 
Research on 
Market & Price, 
Hanoi. 





The General Statistics Office estimates real 
GDP grew 7.5% in the first half. It projects 
8% growth in the second half, for two rea- 
sons: the south will produce a record win- 
ter-spring rice crop (10% larger than the 
previous harvest) and industrial output 
will surge 12% from the first half. 

Exports totalled an estimated US$1.6 
billion in the first half, up 27% from a year 
earlier, and imports US$1.7 billion, up 24%. 
The trade account should nearly balance 
by year's end. 

Inflation is rising, but should remain 
below 10% for the full year. The dong 
weakened 3.4% against the U.S. dollar in 
the first half. It will continue weakening, 
and the State Bank will have to sell reserves 
to moderate the decline. 

The interest rate on three-month depos- 
its has been 1.7% a month (20.4% per year) 
since April 1. But deposits have increased 
very slowly because of competition from 
government bonds and other high-yield- 
ing investments. 

I believe GDP growth this year will be 
higher than statistics indicate. Export and 
import volume could also be larger. How- 
ever, the CPI also might be several percent- 
age points higher than expected by the end 
of this year. 
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INDIA 


$ S.L. Rao, director- 
s general, National — 
; Council of Applied 
Economic 
Research, New 
Delhi. 





The government estimates GDP grew 3.8% 
in the year to April 1, below our forecast of 
4.5%. We overestimated industrial growth, 
and slightly underestimated inflation, 
which ran at 8.3% (price rises were stoked, 
in part, by shortages of sugar, cotton and 
pulses). 

The first half of calendar 1994 showed 
distinct improvements over 1993. Manufac- 
turing output is up, thanks to demand for 
consumer durables, which was spurred by 
last year's tax cuts. Capital-goods output, 
which contracted 3.9% in 1993, is expand- 
ing this year. Foodgrain output in Febru- 
ary-March, at 1.7 million tonnes, was down 
year-on-year, but was still good, given the 
poor monsoon. 

The economy's performance in fiscal 
1994-95 depends largely on this year's 
monsoon, which current forecasts say will 
be similar to last year's. If so, we expect 
real GDP growth of 4.895, with manufactur- 
ing growing 6-776. Private investment is 
likely to grow by 31% (unadjusted) and 
public investment by 8%. 

Export growth will moderate to around 
15%, and reserves will exceed US$20 bil- 
lion by year's end. The rupee, which 
strengthened slightly last year and would 
have risen more but for Reserve Bank in- 
tervention, will hold at around Rs 30 to the 
U.S. dollar. 


PAKISTAN 


Shahid Kardar, director, Systems 
(Private) Ltd., Lahore. 


Fiscal 1993-94 ended on a mixed note. The 
government held its bank borrowing to 
one sixth of last year's level, and reserves 
have risen to just over US$2 billion. But 
inflation remains at 1096 and exports have 
declined by 3%. Imports are slowing too, 
largely because industry is in recession. 

For the fiscal year that began on July 1, 
the government aims to raise an additional 
US$45.5 billion through a variety of mea- 
sures, including a 15% sales tax. It also 
hopes to lower the budget deficit to 4.770 
of GDP and bring inflation down to 7%. It 
forecasts growth of 6.9%, up from 3.9% in 
1993-94. 

The deficit target is probably optimistic, 
because of the recession, and it's doubtful 
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the economy will produce the extra reve- 
nue the government wants. If GDP doesn't 
grow as forecast, even a deficit that is lower 
in absolute terms will exceed the govern- 
ment's 4.7% target. 

Inflation is expected to rise initially be- 
cause of the new sales tax and increases in 
administered prices of utilities. It should 
decline in the second half if agricultural 
output is strong, prices of key imports like 
oil and edible oils remain stable, new tariff 
reductions are passed on to the consumer, 
and the fiscal deficit is contained. 


SRI LANKA 


A. S. Jayawardena, 
senior deputy 

overnor, Central 
Bank of Sri Lanka, 
Colombo. 





Early official forecasts were for 6% growth 
in 1994, despite impending presidential 
and Parliamentary elections. Now it ap- 
pears a slower performance is likely be- 
cause of uncertainties arising from political 
bickering. 

Until April, the government was mov- 
ing steadily to trim its fiscal deficit and con- 
tain inflation at single-digit levels. Then, 
political imperatives appear to have forced 
a series of new welfare measures that could 
escalate the budget deficit to nearly 10% of 
GDP from the targeted 7%. 

These measures have fuelled inflation- 
ary expectations and raised interest rates, 
which had been falling. M2 growth, ini- 
tially targeted at 16%, is now likely to surge 
25%. Any corrective is likely only after the 
elections. Single-digit inflation appears un- 
attainable this year. 

Strong capital inflows, which produced 
a record US$516 million balance-of-pay- 
ments surplus in 1993, continued into the 
first quarter but have since moderated. 
Still, the balance of payments should show 
an overall surplus of US$261 million for 
1994, boosting reserves to nearly US$2.5 
billion, or seven months' imports. 


BANGLADESH 





Bangladesh is in its third year of sweeping 
reforms, which have yet to pay off. Al- 


though most macroeconomic fundamen- 
tals look sound, neither investment nor 
growth is picking up. The crux of the 
problem, many believe, lies with non-eco- 
nomic factors: political instability, bureau- 
cratic resistance and infrastructural weak- 
ness. 

GDP grew 4.5% last fiscal year, against a 
targeted 6%. The government projects 6% 
growth for fiscal 1994-95. 

Inflation and interest rates are low, 
budget and trade deficits are under con- 
trol, and US$2.8 billion in reserves helps 
boost Bangladesh's international credibil- 
ity. The most recent year's US$2.7 billion 
exports is a big improvement over past 
years. The country, however, still struggles 
to move from stabilisation to growth. In- 
flows of foreign investment have been dis- 
mal for several years now. 

But the present rate of private and pub- 
lic investment — which account collec- 
tively for 12-13% of GDP — doesn't inspire 
confidence. Neither does lacklustre imple- 
mentation of the Annual Development 
Programme. 

The government's major thrust in the 
fiscal year that started on July 1 will be 
attracting both domestic and foreign in- 
vestment, expediting privatisation and 
strengthening the country's lone stockmar- 
ket — the Dhaka Stock Exchange, currently 
capitalised at US$700 million. 

Demands by leading business chambers 
for a level playing field and selective pro- 
tection of domestic industries are brewing, 
however. Labour remains politicised and 
the overall political situation is growing 
tense. All this could hinder growth in 1994- 
95. 


AUSTRALIA 


David Trebeck, 
director, ACIL 
Economics & 
Policy, Canberra. 





Economic activity has noticeably quick- 
ened — even more than projected six 
months ago. The 1994-95 budget forecasts 
4.5% GDP growth, 2.25% inflation, 14.57% 
growth in business investment, and a fall 
in unemployment to 9.5% by June 1995. By 
Australian standards these are encourag- 
ing figures — even though they may equal 
only a middle-ranking Asian economy in 
an off year. 

Investment is crucial. The government 
says its forecast is achievable now that 
growth fundamentals are secure and given 
that investment is rising from a low base. 
But markets are searching in vain for clear 
evidence of an investment upturn. In part, 
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they note that business is boosting output 
from existing inventories (in itself a wel- 
come development). 

Moreover, because the government 
plans to spend most of the additional reve- 
nue it will receive from the growth pick-up 
(rather than trim its deficit more), markets 
fear business investment will be crowded 
out by public-sector demand. Interest rates 
are therefore rising, and most expect offi- 
cial rates to follow. 

The government is resisting pressure to 
tighten monetary policy, knowing that 
higher rates would quickly raise inflation- 
ary expectations and perhaps fuel wage 
pressures — undoing many recent achieve- 
ments. The solution: cut spending and ac- 
celerate microeconomic reform. But Can- 
berra shows little enthusiasm for either, so 
most doubt the present recovery will last 
as long as the government expects. 


NEW ZEALAND 


Stephen Toplis, 
chief economist, 
Fay, Richwhite & 
Co., Wellington. 





The economy will grow 4.8% in calendar 
1994, the same as in 1993. Strong invest- 
ment, particularly by the business sector, 
will continue to lead the expansion. Busi- 
ness-sector fixed-capital formation rose 
16.7% in 1993, and should grow as fast this 
year. 

Consumer spending is also rising sol- 
idly, spurred by strong employment 
growth. Coupled with rising real wages, 
that should ensure private consumption 
expands 4.0% this year. 

The strength of the domestic economy 
continues to surprise even New Zealand- 
ers. Consensus forecasts are rising by the 
quarter. Our own forecasts are higher than 
when we last wrote, and the risk is that, 
even now, activity may accelerate faster 
than anticipated. 

Strong growth produced a government 
surplus in the fiscal year ended June 30, 
the first in 16 years. A year ago, officials 
were forecasting a NZ$2.3 billion deficit. 
Officials expect sizable surpluses for the 
foreseeable future, allowing the govern- 
ment to reduce its debt significantly — an 
achievement unique in the Western world. 
Moody’s recently upgraded New Zea- 
land’s credit rating to AA2. Standard & 
Poor’s may upgrade shortly. 

Despite rapid growth, inflation remains 
muted. Annual consumer-price inflation 
fell to 1.3% in the year to March, and will 
soon fall below 1.0%, where it should stay 
through 1994. a 
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Economic Prospects 


Panel of Economists' revised estimates for 1994 
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Here’s Some 
Money 


` But donors tell India to cut 
its budget deficits 


By Shada islam in Brussels - 


i ndia has won a US$6 billion vote of con- 


fidence in its development policies from 

international donors. But they say the 
country has to reduce its budget deficits. 

On July 1, international donors meeting 


_ in Paris pledged aid for the fiscal year end- 
| ing next March, saying New Delhi has 


been "remarkably successful at overcom- 
ing a serious economic crisis." 

India is implementing a comprehensive 
programme of structural reforms, eco- 
nomic growth has held 


49, and the process of 
trade liberalisation is al- 


Bullish on Bombay 


Ahluwalia promised to pursue the 
"sweeping trade-policy reforms” under- 
taken over the last three years by the gov- 
ernment. Imports of capital and intermedi- 
ate goods are almost wholly free of quanti- 
tative restrictions, he said. And imports of 
consumer goods will be liberalised pro- 
gressively. “The objective is to gradually 
remove these restrictions and shift to a tar- 
iff-based system of protection,” he said, 
adding that New Delhi is also making 
“massive reductions” in customs tariffs. 

The World Bank also urged India to ac- 
celerate the restructuring of public enter- 
prises and said there was an urgent need 
to strengthen the collection of taxes. 

“Increasingly, changing India’s eco- 
nomic environment will depend on sus- 
tained reform efforts,” Wood said. “This 
applies to areas as diverse as tax adminis- 
tration and the strengthening of banking 
supervision.” 

For India, the focus at the meeting was 
on attracting private investments. After his 
talks with government representatives, 
Ahluwalia, accompanied by Indian indus- 
try and banking repre- 
sentatives, met Western 
bankers and senior offic- 


most complete. 
But India must give 
top priority to reducing 


|. budget deficits, according 


to Joseph Wood, the 


| World Bank vice-presi- 


dent for Asia who chaired 


| the meeting of the India 


Foreign investors 
continue pouring money 
into Indian stocks 






US$ million 
2,000 a 
Cumulative net 
investment 
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ers of emerging-markets 
funds and multinational 
corporations. "Since July 
1991, direct foreign in- 
vestment proposals have 
risen steadily and cumu- 
lated to nearly US$5 bil- 
lion by May 1994,” Ahlu- 
walia said. 


| ment and private-sector 
| representatives attending 


| that India's budget defi- 0 


Development Forum in 
Paris. Wood told govern- 


India’s annual rendez- 
vous with its aid partners 


cits threaten “the future 
stability of the economy.” 

Indian officials attend- 
ing the talks promised 
tougher action. There will 
be no premature easing of fiscal control, 


| insisted Finance Secretary Montek Singh 





Ahluwalia. The government is determined 
to stick to a budget-deficit target of 6% of 
GDP for the current year, he said, down 
from 7.3% during 1992-93. There’s been 
some slippage, Ahluwalia admitted. But, 
New Delhi is now committed to returning 


| to “a process of fiscal consolidation.” 


Donors said that India must continue to 
liberalise its investment policies. The World 


| Bank is especially concerned about the 


power sector, where private investments 
are being deterred by inadequate prices. 
And agricultural policies, with numerous 


| state interventions in domestic agricultural 


markets, are also not conducive to the ex- 
pansion of private investment, the World 


Bank warned. 
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Of the US$6 billion 
pledged in Paris, US$3.5 
billion will come from the 
World Bank. Japan has 
promised US$1.2 billion 
in aid, its largest-ever 
pledge to India. 

Indian officials told aid 
donors that the need for 
external assistance was 
lower than in past years. 
They cited the "substan- 
tial improvements" in New Delhi's exter- 
nal accounts; the current-account deficit is 
running at less than 1% of GDP. 

India was promised US$7.4 billion last 
year. But, as Ahluwalia pointed out, India 
wants to limit its recourse to high-cost 
financing as “part of our effort to contain 
external debt and also in recognition of the 
large inflows of portfolio investment that 
have taken place and are expected to con- 
tinue." Total net investment by foreign in- 
stitutions stood at nearly US$1.77 billion in 
April (see chart). 

Even so, fund managers are worried 
about the Bombay market's high valua- 
tions. "India is expensive," says a Hong 
Kong fund manager. "It's trading at over 
40 times earnings, and there's more value 
in Sri Lanka, Pakistan and Bangladesh." W 
JULY 
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n choosing client/server 


technology, HongkongBank took the needs 


of millions of people into account. 


As a leading international bank 
with some 580 offices in 27 countries 
around the world, HongkongBank 
wanted a teller system that could 
support the Bank's expanding global 
operations. 

However, with customer service 
as a priority, the Bank also wanted a 
system with the flexibility to allow 
branches to quickly deliver a wide 
range of products and services to meet 
the diverse and growing needs of their 
millions of customers. 

The solution was a network of 
CTOS intelligent workstations running 
Unisys FSA Finesse financial software. 
Today, there are over 10,000 work- 
stations installed in HongkongBank's 
retail branch offices - worldwide. 

The system provides the Bank 
with a myriad of new capabilities 
for both its teller and customer 
service operations, including electronic 
customer signature storage, local 
electronic reports, credit scoring for 


quick customer loan processing, and an 


automated telephone-banking system, 


> Unisys Corporation 
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among others. 

The Bank has seen significant 
improvements in productivity and 
customer service. Not only has training 
time for tellers been reduced by 
some 30 percent but there has been 
a marked reduction in the time it takes 
to process a customer transaction - in 


many cases by over 20 percent. 


UNISYS 


We make it happen. 
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As Ray Morgan, senior manager of 


operations and services at the Bank, 
says, "not all customers are the same. 
They have different requirements and 
tolerances in terms of service. So we're 
taking an overall approach to match 
more closely customer expectations 
with our means of delivery". 

Unisys calls this commitment 
to better customer service 
CUSTOMERIZE™. Call us about how 
a Unisys client/server solution can 
help satisfy those people who are 


most important to your success, 
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ASIA TO THE WORLD 


Asia’s booming economies are driven by 





business, financial, industrial and political 
leaders from all points of the globe. Their 
common link is a critical need for accurate 
information and analysis. Whether you're in 
Wanchai or Wall Street, the Review reaches 





you every week with its 
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unique coverage of the 
global and regional aspects 





Of Asia . . . from within. 
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THE ASIAN MANAGEMENT AWARDS 
RESPONDING TO 
AN ASIAN SEA CHANGE 


és believe we can already be certain that in Asia/Pacific we are witnessing 
the birth of a new world economic power,” Manfred Schneider, chairman 
of chemical giant Bayer said recently. The author of Sea Change: Pacific 
Asia as the New World Industrial Center, James C. Abegglen, suggests 


there is much evidence to support Schneider's assessment: 





e |t seems nearly certain that Northwest Asia will control half of the world auto market 
in a few years. 

e Two-thirds of all consumer electronics products are produced in East Asia and nearly 
half of the electronic components. 

e When the coastal provinces of China are included, East Asia includes some 800 million 
people and the combined economies are nearly USSA trillion in size. 

e While world trade in 1991 grew only 396, East Asia's major trading economies inceased 
their exports by 13% and imports by 17%. 

e |n 1991, Asia replaced North America as Japan's biggest export market, with Japanese 
exports to Asia totaling US$166 billion, compared with USS107 billion to North America. 


To sustain Asia's phenomenal growth, and attain the status of which Bayer's Schneider says 
Asia is capable, the region must develop two key — and scarce — strategic resources: 
infrastructure and managerial capability, according to management guru Douglas Lamont. 


The Asian Management Awards — Asia's most rigorous examination of corporate and organi- 
zational excellence — is presented by the Asian Institute of Management and the Far Eastern 
Economic Review in partnership with leading companies and organizations. The Awards 
program was conceived and developed to identify and communicate instances of excellent 
management practice in Asia precisely to support the development of the region's managerial 
capability. 





A PRINCIPAL SPONSOR: INDONESIAN BANKERS INSTITUTE 


Established in 1992 to provide the professional skills training required to bring 
Indonesian banking to world-class levels, the Indonesian Bankers Institute (IBI) 
is concerned with banking policy and the design of academic programs and their 
implementation. Its mandate is to establish employment criteria for bank personnel, 
certify competencies and monitor compliance with a professional code of ethics 
formulated and adopted by IBI. 


In its training and development programs, IBI emphasizes the applied nature of 
its curricula and constantly refines its offerings to reflect the dynamics of Indonesian 
banking. A multi-disciplinary faculty of full-time instructors, researchers and 
practitioners directs the learning process. And an agreement with the Asian 
Institute of Management has enabled IBI to expand its course offerings to include 
quality non-degree executive education programs with strong faculty support. 


The demands of a more liberal and global financial environment on professional 
bank management have required that the Institute develop the capacity to undertake 
a sustained inquiry into bank management issues. As a result of this initiative, 
IBI has: 1) made important contributions to professional literature and management 
practice; 2) provided consulting services to both government and private banks; 
and 3) supplied technological, managerial, material and instructor training components 
for learning packages customized to specific needs. 
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End of 
The Line 


Union tempers cool in 
South Korea 





By Shim Jae Hoon 


in Seoul 
| familiar. South 
Korea's best- 
paid and most militant 
blue-collar workers 
took to the streets in 
late June to demand 
double-digit wage in- 
creases, just as they 
have every year since 
1987. Walkouts by rail- 
way engineers and 
subway workers near- 
ly paralysed transport 

systems. 

But this year was 
also different. The 
transport strikes lasted 
only seven days, a 
mere blip in a country 
accustomed to worker 
walkouts that can stretch into months. The 
'eason: the public was fed up and the gov- 
»rnment, buoyed by such widespread ire, 
noved quickly to quell the strikes and dis- 
‘ourage others. 

A cowed subway union voluntarily 
itopped its week-long strike on June 30, an 
inprecedented action in South Korea’s tur- 
'ulent labour history. Standing before a 
rowd of several hundred strikers wearing 
ieadbands, union President Kim Yon 
Twan declared with tears streaming down 
üs face: "I urge union members to return 
o their jobs to alleviate inconvenience to 
ur citizens.” Kim and other top leaders 
tayed on strike, but the union has since 
ccepted a 3% salary rise after initially 
ressing for a 14.5% increase. 

"The unions are discovering that a 
trike that has no popular sympathy can 
nly fail," said a July 5 editorial in the Seoul 
yongje Shinmun newspaper. It added that 
1e failed strikes “also demonstrate that the 
rentality of our workers is shifting from 
adical to moderate lines.” 

The shift in public sentiment reflects a 
ore acquiescent mood that has taken hold 
nder the Kim Young Sam government 
nd effectively deflated those clamouring 
r radical struggle. Recent student protests 
ave elicited widespread public disgust. 

The tension from North Korea's nuclear 





he scene was 
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May Day rally: not a good 
South Korea's workers. 


challenge has also helped repel industrial 
unrest, say analysts. "It was bad timing," 
says an American lawyer based in Seoul 
who follows labour issues. "Conservatives 
in the ruling party have claimed that the 
workers were manipulated by North Ko- 
rea." Labour activists further undermined 
their position by linking the latest strikes 
with their long-running campaign for a 


more radical nationwide labour confed- 


eration that would challenge the govern- 
ment-approved Federation of Korean 
Trade Unions. But in 
the current atmos- 
phere, such a strategy 
was doomed to fail. 
All this is having a 
serious impact on the 
overall labour move- 
ment in South Korea. 
Even the left-leaning 
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appeared aware of this 
feeling, as they re- 
mained largely docile 
during their walkout; 


Seoul's Myongdong 
Cathedral. Railroad 
workers were equally 
compliant: they did 
not resist when riot 
police charged them 
with batons in the 
early-morning hours 
of June 24. 

Workers miscalculated the government 
crackdown they would face, says the law- 
yer. And after the strikes, national and local 
governments moved quickly to take ad- 
vantage of public antipathy. The govern- 
ment bought space in every national news- 
paper to advertise its position. "Days of 
illegal struggle resorting to force are over," 
the advertisement exclaimed. "Let's banish 
political struggles and indiscriminate law- 
lessness from job sites," continued the ad, 
which was signed by the ministries of 
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Share and 
Share Alike 


Hong Kong takeover probe 
names financial kingpins 





By Ed Paisley in Hong Kong 


W 





hat do you get when you mix a 
bankrupt Australian property 
tycoon with worried Hong Kong 





_ bankers, a Macau gambling kingpin, and a 


clutch of professional Overseas Chinese 


_ and Taiwanese share speculators? 


Seoul subway strikers | 


they limited their pro- - 
tests to a sit-in at | 


| 


Trouble. At least that's the contention 
of an exhaustive Hong Kong investigation 
into the June 1990 takeover and subsequent 
collapse of Australian tycoon Alan Bond's 
Hong Kong investment vehicle, Bond In- 
ternational Corp. Ltd. (BCIL). 

The inquiry was commissioned by the 
financial secretary in September 1992, It 
alleges that Macau magnate Stanley Ho 
and accomplices circumvented the colony's 
Takeovers and Mergers Code by purchas- 
ing 66% of BCIL (later renamed Tomson 
Pacific and then the World Trade Centre 
Group) without making a general offer. 
The report says the players then stripped 
its assets to compensate for the subsequent 


| decline in the company's share price. Ho 


denies any wrongdoing. 

This is not just another sordid Hong 
Kong share scandal uncovered years after 
the perpetrators have fled the scene. In- 
spector John Lees has withheld roughly 
200 pages of documents that sources close 
to the inquiry say contain evidence that 
could be used if the case goes to court. 

Analysts say that if the investigation re- 


_ sults in censure or prosecution of those in- 


home affairs, justice, labour affairs, trans- - 


portation and public information. 

The Seoul city government, for its part, 
has vowed to purge the subway union of 
about 100 radical activists. Surprisingly, 
even that threat has failed to trigger sym- 
pathy or solidarity strikes. 

On the contrary, the tough stance seems 
to have set in motion a new trend of com- 
promise. In another unusual move, work- 
ers at Daewoo Shipbuilding & Heavy 
Machinery — long some of the country's 
most militant — defied their union leader- 


ship's call for a strike. And workers at . 


Hyundai Wood Industries voted — albeit 
closely — to continue talks with manage- 
ment over a pay rise rather than strike. 


Those at auto giant Hyundai Motors - 


pledged to work for "improved productiv- 
ity and internationalisation efforts." * 
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volved, it could set a new moral standard 
for businesses to follow in laissez-faire Hong 
Kong. Says one research director at a top 
Hong Kong brokerage who is familiar with 
the scandal: "The most important state- 
ment for the authorities to make is that 
there is a new climate of social morality in 
which outdated business practices such as 
these are considered out of line." 

Local financial regulators recently have 
been trying to establish a new business 
ethic in the colony — witness the investi- 
gations into the Allied Group and Stand- 
ard Chartered Securities. 

But it will take a determined effort to 
pursue the BCIL players. For among those 
allegedly aware of the efforts to circum- 
vent the takeovers code were senior offi- 
cials at Hongkong & Shanghai Banking 
Corp. who were eager to recoup the bank's 
massive loan exposure to Bond's collaps- 
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ing business empire, and Taiwanese con- | F I N A NCE 


struction and property magnate David 
Tong. 

Also implicated in the report are well- 
known Hong Kong Chinese financial play- 
ers, including David Chiu of Far East Con- 
sortium; Arthur Lai, formerly of Chintung 
Securities and now with MKI; Mico Chung 
of China Strategic Investment; and Jackson 


Chang, now in hiding. Lees’ report alleges | 


that all helped Ho and Tong “disguise” the 


takeover from minority shareholders and 


then strip the company of its assets. 
Providing more cash for the takeover 
was a Taiwanese securities syndicate led 


by one of the island's most famous stock- | 





market players, Chiu Ming Hung. Round- | 
ing out the cast is Singapore's most famous | 


asset trader, Oei Hong Leong, who briefly 
took over the chairmanship of Tomson 


Pacific before bailing out at a profit to set | 
up China Strategic Investment, a Hong | 
Kong-listed firm with good connections in — 
| of China International Trade & Investment 


China. 

It will be difficult and costly for the gov- 
ernment to prosecute such well-connected 
businessmen. But investigator Lees has not 
shied away from controversy in the report 
released on July 2. For example, he quotes 
from notes taken by Hongkong Bank sen- 
ior executives Sir William Purves and Paul 
Selway-Swift and their subordinate 
Michael McIntyre to reveal the bank was 
aware that Ho and company would seek 
control of BCIL without making a general 
offer for its shares. This is against Hong 
Kong law. 





Lees estimates the manoeuvre saved Ho | 


and his allies an estimated HKS2 billion 
(US$260 million). The investigator also de- 
tails how the new directors of BCIL then 
proceeded to sell off company assets at 


firesale prices or otherwise offer compen- | 


sation from BCIL’s coffers to those who 
allegedly helped them circumvent the take- 
over trigger. The report says this was done 
through numerous offshore companies and 


some of the colony’s top financial institu- | 


tions. 





Oei stepped into the picture in March | 


1991 when he purchased 20% of BCIL at 40 
Hong Kong cents a share and assumed the 
chairmanship. Oei, who has been investi- 
gated in Singapore for questionable asset 
trading, demanded a special audit of the 
company only months after his arrival. He 
told Lees he wanted to know “whether I 


am sleeping with a crook or sleeping with | 


some honest people." 

The audit was never done; Ho bought 
out Oei in September 1991 at 48 Hong 
Kong cents a share and then sold him one 
of the company's more recent acquisitions, 
Ruby Holding (now China Strategic Invest- 
ment.) Mico Chung and Jackson Chang left 
with Oei. Chang disappeared when Lees 
began his investigation in September 1992. 
Others involved in the case have blamed 
Chang for the debacle. E 
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Bad Bets 





Another 
Fine Mess 


Chinese speculators have 
their lenders sweating 





By Henny Sender in Hong Kong 
ill China make good on its word? 
That is the question on the minds 
of many credit-risk officers these 
days at American investment banks in 
Tokyo and Hong Kong. The latest incident 
to spark concern involves banks that fi- 
nanced copper trades on the London 
Metals Exchange by a Shanghai subsidiary 











Corp. (Citic), Beijing's investment arm. 
When copper prices plunged last year, 
Citic traders sold — too soon, as it turns 





China's speculators were on the wrong 
side of a volatile copper market 
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out (see chart). Among those exposed to 
losses are Lehman Brothers and Merrill 
Lynch. Beginning last year, the two firms 
and perhaps as many as six other foreign 
investment banks financed a series of cop- 
per contracts through margin accounts, 
and have not been repaid. (Lehman and 
Merrill don't deny their involvement — 
“so you heard about that?" says a Lehman 
official — but decline to elaborate.) 

Citic has told the two firms it can't find 
all the documents involved in the transac- 
tions, and is still trying to sort things out. 


| A Citic spokesman told Reuters that two 


Citic Shanghai traders were arrested in 
May in connection with the transactions. 
Citic declined to talk to the REVIEW. 
Sources familiar with the situation believe 
the combined value of the deals exceeds 
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US$50 million, though so far only margin 
money is at issue. Lehman denies its po- 
tential loss is “very large." Merrill says its 
is “small.” 

The case is being closely watched be- 
cause Citic is a major borrower on interna- 
tional capital markets; it issued sovereign- 
rated debt in the United States last July. 
Citic's potential liability isn't clear-cut, 
however, because the case involves a sub- 
sidiary (albeit a wholly owned one) rather 
than a branch. 

The head of credit for a major U.S. insti- 
tution says the incident "is another exam- 
ple of the way in which [China] companies 
do not have controls in place and get taken 
by their own people." 

Beijing recently clamped down on do- 
mestic trading, but it is position-taking out- 
side China that prompts international con- 
cern. At times, says a Tokyo trader who 
places orders for China companies, the 
Chinese account for 30% of volume on the 
London Metals Exchange, and "they don't 
have the mentality of limiting losses." 

Hence the growing concern that those 
who finance such trading might be ex- 
posed. Credit officers experienced with cor- 
porate work-outs in China are especially 
concerned about a new trend of creating 
holding companies, the result of a law in- 
troduced late last year. The whole point of 
creating subsidiaries is to isolate risk. Will 
the trend make obtaining payment even 
more difficult? 

Japanese banks are also sweating, hav- 
ing financed many forward foreign- 
exchange contracts for Chinese who bet 
wrong. ^But when we push them to pay, 
they cannot pay, so we often roll over the 
contracts on a historical basis," says a Ja- 
panese banker in Hong Kong. Extending 
contracts can often mean extending losses, 
but since it can also mean postponing 
losses on both sides, nobody seems to mind 
(at least among Japanese lenders; Ameri- 
cans consider such rollovers too risky). 

“In the past, it was just professionals 
dealing with professionals," notes this 
banker. “But now there are all these non- 
mainline players looking to make quick 
profits." 

Still. the competition among financial 
houses is intense. "You have naive com- 
panies and salesmen keen to make quick 
commissions," the banker says. Some com- 
panies hold losing positions for up to a 
year. "They just carry them and carry 
them," he says. "They're afraid to take re- 
sponsibility." 

Nobody is saying yet that Citic won't 
ultimately honour its traders' obligations, 
but the uncertainty and delay is giving 
credit officers nightmares. "They have to 
stand behind their bad debts," says the 
Hong Kong managing director of a U.S. 
investment bank. “If they walk away, it's a 
bad signal. The price for China risk for any 
China investor will go way up." * 
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BANGLADESH 
Railway Privatisation 


Dhaka is considering 
privatising parts of Bangladesh 
Railway to cut its losses. The 
government is expected to sell 
two routes — one in Dhaka 
and one in Chittagong. The 
experiment, if successful, could 
lead to privatisation of the 
entire railway. 


JAPAN 

NTT Eyes Listings 

Nippon Telegraph & 
Telephone, Japan's largest 
telecoms company, plans to 
list overseas to raise its profile. 
It intends seeking approval to 
list its shares on the New York 
Stock Exchange in mid-July 
and on the London Stock 
Exchange by next October. The 
lapanese Government holds 
about 66% of NTT's shares; 
foreign investors, less than 2%. 


Surplus Drops 


The May current-account 
surplus fell 6.7% from a year 
'arlier to US$8.7 billion, the 
second decline in three 
nonths. The Finance Ministry 
ited the figure as proof that 
he politically contentious 
surplus is shrinking. 


-ender Fails 


\ financial affiliate of the 
'umitomo group became 
apan’s third-largest post-war 
'ankruptcy. Nippon Mortgage 
-0. left bad debts exceeding 
470 billion (US$4.7 billion), 
hiefly to Sumitomo Trust & 
lanking. It had lent heavily to 
'roperty speculators. 


?HILIPPINES 
;omsat's Philcom Stake 


-omsat International Ventures 
f the United States paid 
JS$42 million for a 16.3% 

take in Philippine Global 
7ommunications (Philcom). 
he company, which operates 
n overseas network for data 
affic, is controlled by the 
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family of Congressman Juan 
Ponce Enrile. 


Philcomsat Bypassed 


Philippine Communications 
Satellite Corp. (Philcomsat) lost 
its monopoly on satellite 
services, courtesy of the 
Transport and 
Communications Department. 
In a July 1 order, the 
department enabled telecoms 
firms to gain direct access to 
satellite systems without 
having to pass through 
Philcomsat. 


INDIA 
Drug Venture 


Hindustan Ciba-Geigy and 
South Korean pharmaceuticals 
maker Chong Kun Dang said 
they plan a US$30 million plant 
near Bombay to make the anti- 
tuberculosis drug rifampicin. 
The plant will make 125 tonnes 
a year from 1997, 


Tata's Singapore Link 


Tata Group and Singapore 
Airlines said they will shortly 
seek government permission 
to start a domestic airline in 
India next year. Under the late 
J. R. D. Tata, the Tata Group 
founded Air India, now the 
state-owned overseas carrier. 


Telstra System 


Australian telecoms utility 
Telstra will set up a telephone 
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Will they get seats after privatisation? 


network-management centre in 
Madras to improve voice, fax 
and data services in India's 
southern states. Canberra will 
provide a grant of A$13.5 
million (US$9.8 million) 
towards the A$35 million 
project, which is based on 
computer software developed 
by Telstra. If successful, it may 
be extended to the rest of 
India. 


CHINA 
Copyright Blast 


Beijing condemned as 
"irrational and unacceptable" 
Washington's launch of a 
Special 301 probe into Chinese 
piracy of American intellectual 


property. Foreign Ministry 
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Equity market capitalisation 
in Southeast Asia 
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spokesman Shen Guofang said 
the United States had ignored 
China’s efforts to punish 
violators. If the dispute isn’t 
settled, Washington could 
eventually impose sanctions 
equal to the US$800 million it 
estimates American firms lose 
annually because of Chinese 
copyright and trademark 
infringements. 


SOUTH KOREA 


Foreign Labour Sought 


Small firms want Seoul to 
allow more foreign workers 
into the country to meet a 
worsening labour shortage. 
The Small and Medium 
Business Association said the 
20,000 foreign workers so far 
allowed in are insufficient. Its 
members will need 30,000 
more by year-end, it says. 


TAIWAN 
Insurance Sector Opens 


Foreign insurers can apply 
from next month to open 
branch offices or independent 
subsidiaries in Taiwan, the 
Ministry of Finance said. To 
qualify, companies must have 
operated a representative 
office for one year and put up 
minimum capital of NT$1 
billion (US$38 million) for 
subsidiaries and NT$50 million 
for branch offices. Taiwan was 
opened to American insurers 
in 1987, but European and 
Japanese companies have been 
shut out until now. 


UZBEKISTAN 
Currency’s Debut 


Tashkent unveiled a new 
currency, the som, in place of 
a som coupon that replaced 
the Russian rouble last year. It 
faces a bleak future; inflation 
is at 1,500% and the IMF is 
withholding support because 
Uzbekistan is reluctant to 
enact market reforms. The 
blackmarket value of the old 
som coupon soared. 
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Stockmarkets 





a a a Tokyo regains ground s m a Taipei surges 3.2% = == Seoul climbs back towards 
1,000 = == Sydney rebounds = = = Hong Kong continues to drop = = = Manila, Singapore 


slip in week ended on July 5 uuu 
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3$2.92b US$20.66b US$23.22b US$22.96b US$10.10b 
4 +2.5 +13.8 +15.2 «2.1 
9.5 +14.7 +15.4 +3.0 +23.3 
3$4.58b US$23.30b US$24.82b US$21.28b US$12.37b 
4 43.9 +14.3 +9.8 41.0 
3.7 412.6 +19.6 +7.6 +13.0 
88-100 Sept 87-Aug 88-100 1990-100 19912100 1986-100 
10.9 (Feb-Apr) 117.8 (Feb-Apr) 127.8 (Feb-Apr) 109.7 (Jan-Mar) 141.0 (Mar-May) 
!8 40.7 «2.8 41.0 «2.0 
0.0 43.2 «6.4 434 «54 
57.52bí(9) (Feb) $$82.31b (Mar) Won 113.65t (Apr) NT$10.48t (Mar) Baht 2,485.7b (Apr) 
5 +1.4 40.7 40.7 40.8 
4.3 +8.7 +14.4 +15.2 +13.6 
fob (7) cif (8) Including petroleum (9) M3 (10) % change over past 3 months (11) One month Source: Official statistics 
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Shanghai Kuala Lumpur Singapore 
443.61 Index 1,004.06 2,187.95 


Wellington 
NZSE-40 Capital Index 


All-Ordinaries 
Index 


Colombo Sydney Wellington 
1,454.68 2,003.40 1,997.32 


Source: t Smith New Court (Far East Ltd.) 


Interest Rates (96) 
Prime  Interbank Interbank Interbank 





July 4 lending 1 month? 3 monthst 6 months? 
Australia 9.50 5.14063 5.75 6.29688 
Britain 5.25 5.0625 5.1875 5.50 


Hong Kong 7.25 4.625 4.9375 5.3125 
Indonesia 17.50 12.75 13.00 13.50 


**8.00 2.0625 2.125 2.1875 


Malaysia 7.10 4.15 4.15 4.40 
New Zealand 9.50 7.08 7.22 7.27 
Philippines 18.00 13.25 12.375 12.50 


Singapore 5.25 3.5625 3.6875 3.9375 
South Korea {112.10 -— — — 


Taiwan 7.625 — — — 
Thailand 10.50 9.00 9.00 — 
U.S. 7.25 4.625 4.9375 5.3125 


"Long term "'Shortterm ttMonetary Stabilisation Bond (1 year) 
tOffered rate Source: Telerate and Review Data 
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TOKYO 
New Flavour 


1 n 1992, it was a sure cure for Aids. Last 
year, it was spin-offs from the plan by 
Nippon Telegraph & Telephone (NTT) to 
wire Japan with optical fibre. This time, the 
theme propelling a lucky few stocks on the 
Tokyo market is the impending boom in 
demand for the personal handy phone sys- 
tem (PHS). For once, it could be tangible. 

PHS is a kind of son of cellular. The 
handsets are small, cheap, don't use much 
power and are linked together by inexpen- 
sively piggybacking on the existing public 
phone network. They can be used to call in 
and out, unlike a pager, and they work at 
home, in the office, or on the street. The 
one drawback is that they can't be used in 
a moving vehicle. 

The Ministry of Posts and Telecommu- 
nications, which isn't known for picking 
winners and made a terrible hash of intro- 
ducing cellular phones to Japan, appears 
to have finally got it right with PHS. Pricing 
for the service is being set on the basis of 
what the public can afford, rather than on 
some formula that theoretically helps the 
producer to recover costs, but in fact sty- 
mies competition and cheats users. 

The ministry is also moving at record 
speed to make PHS happen. Licences will 
be granted by the end of the fiscal year. 
And the phones, which have already been 
successfully tested in field trials in Tokyo 
and Sapporo, should be in the hands of the 
public by mid-1995. 

Believing that PHS will be a hit in Japan, 
which is the world's second-largest pager 
market, and that Japanese firms have a 
technological leg up over the Americans 
and Europeans, investors have pushed PHS 
concept stocks higher at a dizzying pace. 
As with any theme boom, some deserve 
the attention, but others probably don't. 

The most visible and probably most 
worthy beneficiary has been DDI, an astute 
cellular provider that was listed on Tokyo's 
second section last year. Its boss, former 
NTT man Sachio Semmoto, is cheerleader 
No. 1 for PHS. DDI was already outperform- 
ing the market before its June 28 announce- 
ment that it was establishing a PHS subsidi- 
ary. Since then, while the Nikkei 225 has 
been buffeted by news from the foreign- 
exchange markets, DDI has jumped 11% to 
¥9.6 million (US$96,460) a share. 

Two DDI shareholders, Kyocera and 
Ushio, have also benefited. The 5.8% surge 
in Kyocera's share price in the two sessions 
following the DDI announcement makes 
sense. It owns 22.3% of DD's stock and 
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SHROFF 


scendant 








makes equipment for it. Its core business 
of making ceramic packaging for semicon- 
ductors is also doing well. Ushio is harder 
to figure. It owns only 2.2% of DDI, makes 
lamps, not telephones, and its profits — 
while recovering — hardly warrant a rally. 
Still, why complain? Almost every Ja- 
panese telecoms stock, including crystal- 
oscillator maker Toyo Communications 
Equipment, base station builder Nippon 
Comsys and cordless phone giant Kyushu 
Matsushita Electric, has risen with the tide 
regardless of the fact that not a single li- 
cence or PHS-related contract has been 
granted. NEC-affiliate Nitsuko has man- 
aged to go one better. Its stock has dou- 
bled since January even though it expects 
to post operating losses at least until March 
1995. Somebody obviously knows some- 

thing the rest of us don't. 
@ Jonathan Friedland 


BANGKOK 
Paper Profits 


fter a breathless, 10-week roller-coaster 

ride, the shares of Phoenix Pulp & Pa- 
per closed on July 5 at Baht 101 (U5$4.03), 
about double where they started. But if 
punters are having fun, the mood inside 
the pulp company's executive suite is 
tense. 

July 5 marked the end of a two-week 
public tender offer for Phoenix shares by a 
consortium led by one of the company's 
own board members, Kirit Shah. The offer, 
for 25.2 million shares, or about 21% of the 
shares outstanding, has turned into an in- 
creasingly hostile takeover bid. 


FAR EASTERN ECONOMIC REVIEW 


Shah, who heads Globex, a rubber- 


| products maker and trader, is teamed up 


with a small Singapore-based firm called 


$ Grand Forest and Jalapratan Cement, Thai- 
: land's smallest cement producer. 


The tender draws to an inconclusive 
close only a week after stock trader Song 
"Sia Song" Watcharasriroj was acquitted 
on charges of manipulating share prices in 
late 1992. That verdict was seen as a set- 
back to efforts by the Securities and Ex- 
change Commission (SEC) to curb shady 
trading practices. 

The Phoenix battle, however, may yet 
provide another opportunity for the SEC to 
act, according to market insiders. Accusa- 
tions of greenmail — heatedly denied — 
have plagued the Globex investors from 
the start. Massive pre-publicity of the ten- 
der offer, apparently at the behest of the 
Globex investors, drove the price of Phoe- 
nix shares sharply higher — making it less 
likely that the tender would succeed. 

‘IGlobex’s] strategy is a very strange 
one if their intention really is to take over 
the company," says Adam Clarke, an ana- 
lyst at SBCI Finance Asia. For sure, few 
shareholders would now be attracted by 
the offer price of Baht 86 a share. Market 
opinion is divided as to where the stock is 
headed next. Clarke thinks it may retreat 
to Baht 60-70 once the takeover hype has 
subsided. 

Andrew Houston, research head at Jar- 
dine Fleming Thanakom Securities, is more 
bullish. "Baht 86 is a cheap price to pay for 
Phoenix," he says, noting that pulp prices 
have practically doubled over the past 12 
months. 

Both analysts agree that Phoenix’s fi- 
nances are in good shape after several 
rocky years in which the firm battled low 
pulp prices and allegations of environmen- 
tal misconduct near its plant in northeast- 
ern Thailand. Phoenix posted a loss of Baht 
72 million in 1993 on sales of Baht 900 mil- 
lion. SBCI forecasts it will earn Baht 91 mil- 
lion this year on sales of Baht 1.8 billion. 

Both sides of the takeover battle are 
widely rumoured to be buying shares, al- 
though sec rules prohibit investors who 
have made a tender offer from doing so 
while the offer is open. An SEC official says 
the commission is investigating a com- 
plaint that the Globex investors have vio- 
lated this rule. 

The Globex investors have 14 days from 
the tender's expiry to disclose to the SEC 
how many shares they acquired. But the 
backroom manoeuvring looks likely to 
continue. "This is just the first round," says 
a senior executive familiar with both par- 
ties. "It's going to get more interesting." 

m Adam Schwarz 
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į The year has seen significant growth in the 
profitability of all Flemings' major activities." 


Robin Fleming 
Chairman 





ROBERT FLEMING HOLDINGS LIMITED 
Financial Highlights for year ended 31st March, 1994 


1993 1994 
Profit before tax . £106.4m £209.9m +97% 


Earnings per share 149.6p 299.8p «10096 
Dividends per share 38.0p 50.0p +32% 
Shareholders' funds £462.9m £611.4m  . 43296 





Record profits before tax at £210 million - up 97% 

Capital resources £771 million - up 48% 

F unds under investment management worldwide £50bn - up 50% 
Forty-two offices in 30 countries with over 5,600 staff 


Investment banking - No. 1 lead manager of euro-convertibles 
worldwide 


Jardine Fleming - the leading merchant bank in the AsiaPacific 
region - rated No.1 Research and No.1 Fund Manager 


European mutual fund sales over £2bn 


Leading international stockbroking business with over 300 
salesmen and 175 analysts | 


Approved by Robert Fl leming. & Co. Limited. A member of SFA, 


25 COPTHALL AV ENUE, LONDON -EC2R TDR. TEL: 071 638 5858 FAX: 071 588 ie 
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CLASSIFIED ADVERTISEMENTS | 
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Program Director (Asia and the Pacific) 
£24,518 - £28,964 per annum 


Amnesty International is a woridwide membership movement which 

plays a specific role in the international protection of human rights. 

Its activities focus on opposing grave violations of human rights, 

inciuding political killings and disappearances: 

* It seeks the immediate and unconditional release of all prisoners 
of conscience (those imprisoned because of their beliefs, colour, 
sex, religion, ethnic origin or language, who have not used or 
advocated violence); 

* it advocates fair and prompt trials for ail political prisoners and 
works on behalf of such prisoners detained without charge 
or trial; 

* it opposes torture and the death penalty in all cases. 
As part of its campaign to protect fundamental human rights, 
Amnesty International publishes reports and other materials in 
many languages, publicizing and documenting human rights 
violations all over the world. Amnesty International is concerned 
soley with the protection of human rights involved in each case, 
regardless of either the ideology of the government or the beliefs of 
thie victims. 
The International Secretariat (IS) of Amnesty International (Al) is 
currently undergoing a major reorganization to help Al meet the 
challenge it faces as a human rights movement in the 1990's. The 
aim of the reorganization is to integrate the campaigning, research 
and development functions, thus improving Al's capability to 
respond to crisis situations, to improve services to the membership 
worldwide, and to develop Al's relationship with the broader human 
rights community. This new post is one of sixteen Program Director 
posts which together with the five senior managers make up the 
management team. 

The Program Director (Asia and Pacific) will be responsible for 

directing Al's Regional Program in Asia and the Pacific, in order to 


facilitate effective action by the Al movement in relation to its human 
rights concerns and to provide the organization with political and 
strategic advice on regional matters within Asia and the Pacific. As 
a member of the collective management group of the IS you will 
play a significant role in formulation of policies and standards, and 
the development of the strategic and operational plans of the IS 
and Al and will identify and solve management issues. 

This is an exciting opportunity for candidates with extensive 
experience and knowledge, including political and social overview 
of Asia and the Pacific to take Al's research and action and 
movement development programs forward in this region. Together 
with regional expertise, commitment to human rights and 
professional management skilis are required. 

Candidates must have a proactive approach to management, 
including management of change. Broad understanding of political 
and cultural sensitivities of Asia and the Pacific region, sound and 
impartial political judgement and an understanding of issues of 
concern to Al as they relate to Asia and the Pacific are essential. 
Also candidates must have an understanding of how governments 
work, experience of other international NGO's, including an 
understanding of membership development strategies within an 
international NGO; and knowledge of international human rights law 
and an understanding of campaign strategies within a membership 
organization. Personal integrity, commitment to fairness, justice and 
equal opportunities, sensitivity to the needs of different cultures and 
voluntary organizations are also needed. Excellent representational 
skills and good English are essential, other languages, particularly 
regional lanquages are highly desirable. Candidates must be willing 
to travel. 


Closing date: 12th August 1994. 


The international Secretariat of Amnesty International actively promotes cultural diversity and Equal Opportunities. 


amnesty 


international 


For further details and an application form please contact: Personnel Office, international Secretariat, 
Amnesty International, 1 Easton Street, London WC1X 8DJ Tel: 071-837 3805 (24hr ansaphone) 
Please quote reference REG/ASP/94/1 in all correspondence. 





REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: 
US$84 per column centimeter 


Standard Units: 


1/4 (v) page 
1/4 (h) page 
1/2 (v) page 


(230 x 41 mm) US$1932 
(120x88 mm) US$2016 
| | (230 x 88 mm) US$3864 
Column Width: 1/2 (h) page (120 x 183 mm) US$4032 
( 


For more information, please 
contact the: 


Classified Advertisement Manager, 
Far Eastern Economic Review, 


; Haud » n Full page 230 x 183 mm) US$7728 E OCA DONIS 
3columns 133mm 18 Whitfield Road, 
4columns 183mm Special Offer - Bonus Ads Hong Kong. 
When two insertions are booked, the third Tel: 5084473, Fax: 5031537 
insertion is absolutely FREE. To qualify, copy 
Column Depth: and size of the ad must be the same and the 


Minimum 30 mm, maximum 230 mm ads must run on consecutive weeks. 
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| Miscellaneous __ 


Future IN CANADA 





Invest min. C$100,000 in 
Can, Oil & Gas Funds. With 
min. of $250,000 combine 
with a Canadian visa. 







CANADIAN ACCESS CORP, 
FAX #: (CANADA) 
403-266-6100 
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Reservations 
should be 
addressed 

to: 


Classified Advertisement Manager, 
Far Eastern Economic Review, 
GPO Box 160, 
Hongkong 
Tel: 5084473 
Fax: 5031537 





“WHo Was 
BEHIND 
THAT Coup 
ATTEMPT 
Last YEAR?” 


This essential research tool also includes a cumulative 
annual edition. End hours of needless searching. Sub- 
scribe now and receive your Review Index four times per 
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^ OFFSHORE * 
COMPANIES 


Full Nominee Management, Accounting 
and Admin services available at 
reasonable cast with no hidden extras. 
Ready made Companies available. 


BAHAMAS $500 
B. V. ISLANDS $500 
DELAWARE $295 
GIBRALTAR £250 
HONG KONG $350 
ISLE OF MAN £250 
MADEIRA $2250 
Stt da $500 


Other jurisdictions and offshore trusts available 
on request. 
ALL CREDIT CARDS ACCEPTED 
For immediate service and free 60-page 
full colour brochure Contact 


House, Ramsey, 
isle of Man, IM99 4AN 
Teb+44 624 815844 Fax: +44 624 815548 
PETER SIDNEY Esq 
72 New Bond Street, London W1Y 9DD 
Tei: «44 71 355 1096 Fax: «44 71 495 3017 


DIANA BEAN 
24 Raffles Place, 26-04 Clifford Centre 
Singapore 0104 
Tel: +65 535 Fax: «65 535 3997 
ANDERS WADMAN, Solicitor 
2402 Bank of America Tower, 

12 Harcourt Road, Central, Kong, 
Tel: 4852 522 0172 Fax: +852 521 1190 
KEVIN MIRECK! Attorney at Law 
3501 Jamboree Road, Sute 2100, 
Newport Beach, CA 92660, U.S.A. 

Tet 41714 854 3344. Fax: «1 714 854 6957 
SUZANNE GUJADHUR, Barrister 
Les Cascades Building, 5th Floor, 

Edith Cavell Street, Port Louis, Rep. of Mauritius 
Te 4230212 9800 Fax: +230 212 9833 
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When you need important informa- 
tion, you invariably want it fast and 
accurate. The Review Index enables 
rapid access to the most respected Asia- 
Pacific information source: The Far 
Eastern Economic Review. Everything 
published during the preceding quar- 
ter, by country, subject and date is 
detailed in the Review Index. 
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year, including the cumulative annual at US$75 per year. 4 Dow tones Publication 
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SENIOR SOCIAL SCIENTIST 
SENIOR BIOLOGICAL SCIENTIST 


The Biodiversity Conservation Network (BCN), a program imple- 
mented by the Biodiversity Support Program (BSP), is a USAID- 
funded consortium of World Wildlife Fund, The Nature Conserv- 
ancy, and World Resources Institute. BCN seeks a Senior Social 
Scientist and a Senior Biological Scientist to be based in the BCN 
Regionai Office in Manila, the Philippines. BCN seeks to systemati- 
cally examine the concept of enterprise-based approaches to the 
conservation of biodiversity. A goal of the BCN is to improve the 
capacities of local communities, nongovernmental organizations, 
governmental agencies, scientific research organizations, and pri- 
vate enterprises to conserve biodiversity for subsistence production 
and commerce in Asia and the Pacific. 


Responsibilities include: Assisting the BCN Regional Representa- 
tive with the development and implementation of the BCN competi- 
tive grants program. Funded projects address biological, social 
science, and enterprise components. BCN staff will provide in- 
depth technical assistance in one component and should be capable 
of providing basic assistance for the other two components. Staff 
will spend significant time with grantees on cooperative develop- 
ment of biological and social science monitoring and evaluation 
systems for each project. Staff will travel approx. 30-35% of the 
year, throughout Asia/Pacific. 


SENIOR SOCIAL SCIENTIST 


Requirements: Master’s degree in anthropology, sociology, commu- 
nity development or related field; at least eight years’ experience in 
community-based economic development with expertise in imple- 
menting socioeconomic monitoring and evaluation systems; five 
years' work experience in an Asian or Pacific nation. 


SENIOR BIOLOGICAL SCIENTIST 


Requirements: Master's degree in natural resource management, 
biological sciences, ecology, or a similar discipline; at least eight 
years' experience in biological conservation and/or natural re- 
source management, with significant experience in design and 
implementation of community-level, biological monitoring and 
evaluation systems preferred; five years’ work experience in an 
Asian or Pacific nation. 


Please send resume and cover letter by mail: WWF, Human Re- 
sources Dept. 405A, 1250 24th Street, NW, Washington, DC 20031 
or by fax: 202-293-9211. Non-U.S. nationals encouraged to apply. 
AA/EOE. 


REVIEW 
CLASSIFIED SECTIONS 


The classifications available in this section are as follows; 
when booking. please state your requirements: 


Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 
Education 

Fellowships 

Hotels & Accommodation 


Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 
Universities 












PROFILE 


Pierre Tritz 
The Philippines 





Serving the People 





French priest became a Philippine citizen 20 years ago 
to help educate Manila's street children 





By Rogelio Constantino Medina 


p 








ierre Tritz will grab a moment of 
sleep wherever he can. It's not that 
the Frenchman turned Filipino is al- 
ways on the move — although he is — but 
Tritz is someone with a mission, literally 
and figuratively. A Jesuit priest, he dou- 
bles as head of the Educational Research 
and Development Assistance (ERDA) foun- 
dation, a non-profit organisation that pro- 
vides schooling for destitute Filipino street 
children. 

Tritz s devotion to ERDA is legendary. 
To save the group money, the 79-year-old 
educator, administrator and spiritual lea- 
der arranges a travel schedule that might 
fell men half his age. For example, during 
fund-raising trips to Europe, Tritz sleeps 
on trains rather than pay for a hostel. And 
when he's in the Philippines, he holds 
down a job as a night chaplain at a local 
hospital so that he can sleep in a spare bed 
between patient calls. Needless to say, 
ERDA's jammed offices in Manila are little 
more than a centre for the group's most 
essential administrative needs. 

Tritz’s life did not have to be one of 
hardship. The eldest of seven children born 
into a religious family, he joined the Soci- 
ety of Jesus in 1933. Three years later, at 
age 22, he was sent as a mission- 
ary to Shanghai where, after 12 
months, he was ordained as a 
priest. But rather than staying in 
China for only a couple of years, 
Tritz taught himself Chinese and 
set up shop. By the time he left 
more than a decade later, he had 
earned two university degrees 
and had spent four years work- 
ing in a local high school. 

Back in France in 1948, Tritz 
watched with dismay as China's 
communists took power in 1949. 
Still eager to work with Chinese 
wherever they may be, he went 
to the Philippines in 1950, where 
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à å 
Tritz with schoolchildren he has helped. 


his mission was to serve the Chinese popu- 
lation. 

But, in 1952, Tritz's life took a dramatic 
turn. He was relocated as chaplain at Ara- 
neta University, a non-Chinese Filipino 
school. Confronted with a new role and 
new flock, Tritz realised he needed some 
technical knowledge to fulfil his duties. To 
help him understand the people he lived 
with, he enrolled in the Jesuit-run Ateneo 
de Manila University, securing a master's 
degree in psychology and guidance. 

In 1969, Tritz's life again changed. His 
Chinese superior told him he had to leave 
Araneta University, and presented him 
with three choices: to go to Taiwan, to re- 
main in Manila or to travel. Tritz stayed in 
the city, teaching at different Philippine 
universities for several years. 

In 1974, the Jesuit priest decided he 
wanted to put his skills in education to 
work on a grassroots level. He founded 
ERDA with the idea of helping educate 
children in some of the country's poorest 
communities. Seeking to track down 
children who had dropped out of school, 
or who had never attended school, ERDA 
assisted only 200 students during its first 
year. Today, that number has risen. Last 
year, the foundation provided primary- 
and secondary-school scholarships to more 
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than 29,000 students. Although most reci- 
pients receive funding only through high 
school, some students are supported 
through college. Over the last 20 years, 
more than 60,000 otherwise-destitute 
children have passed through ERDA's ranks. 

While finding the funds to support 
nearly 30,000 students per year would 
overwhelm many administrators, it doesn't 
seem to faze Tritz. In fact, he wants to ex- 
pand ERDA's work and is now building 
ERDA Tech, which will open its doors later 
this year. It will offer 400 students a five- 
year vocational and technical course that 
includes nationally required academic sub- 
jects. 


ritz s work in education has not gone 
I unnoticed abroad. The recipient of 
several international awards, includ- 
ing the prestigious Albert Schweitzer prize, 
he now finds himself in the unusual posi- 
tion of being better known overseas than 
at home. And Tritz — who gave up his 
French citizenship to become a Philippine 
national in 1974 — does not hesitate to tap 
his international connections for potential 
funds. In addition to former Philippine 
President Corazon Aquino, the list of lumi- 
naries who have helped ERDA includes 
Danielle Mitterrand, the wife of the French 
president, and Masako Sumiya, 
the wife of the chief of protocol 
at Japan's Imperial Palace. 

Tritz knows the media atten- 
tion he receives, especially from 
European journalists, is essential 
to winning the support of big- 
name donors. "The Philippines 
has many problems to solve, all 
at the same time," he notes. 
^While little can be done to gel 
the older generations out of the 
slums, it is possible to save the 
children. This is what ERDA is al 


about... . As Victor Hugo said 
‘To educate a child is to save c 
man'." a 
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COMMUNICATIONS HIGHWAY 


Info highway hits the roads in Taiwan 


Someday, an 'infor- LJ 


mation superhighway” OL 


a network of TV cam- 





eras and fibre-optic 









communications links — 
and optical fibres to constantly monitors 
Stream images and traffic and feeds the 


data into our homes information to the 


and offices. Today, central office. With 
similar technology is the help of four main- 
already hard at work on frames, controllers can 
Taiwan's crowded road- quickly unsnarl traffic 
ways. An NEC Central jams. C&C technology 
Monitoring and Control — paving the way to 


System — comprising BM a better future. 
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‘Great Leader’ Kim Il Sung 
1912-1994 
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J.P. Morgan derivatives specialists, Tokyo 





Spark 


“The really creative 
part of derivatives 
is asking the right 
questions. The 
ones that let us 
figure out how to 
help a client gain 
a real business 
advantage, as well 
as a financial one." 


(01994 J.P.Morgan & Co. incorporated. J.P.Morgan Securities Inc. Member SIRGE: 


Using derivatives for stra- 
tegic advantage requires 
more than advanced technol- 
ogy. It demands advanced 
thinking. With experts in 
every major market, a track 
record long on innovation, 
and capital strength few 
can equal, we approach 
risk management not as 

a stand-alone business 

but as part of an integrated 
approach to supporting 

our clients’ objectives. 

At J.P. Morgan we find the 
best solutions because we 


ask the right questions. 


JPMorgan 
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All letters must include the writer's name and address and are subject to editing. 
Letters may be mailed to the Review, GPO Box 160, Hong Kong, or faxed to (852) 503 1530. 





Greened Off 

While I appreciate the effort Rodney Tasker 
has put into the articles All This, Yours 
and Your Place or Mine? that appeared in 
your June 16 issue, the account of my com- 
ments on the environmental implications 
of Somphot Piyaoui's proposed resort near 
the Khon Phapheng Falls in Laos is some- 
what misleading and inaccurate. 

Your magazine implies that I am a sup- 
porter of the resort and that the construc- 
tion of this resort, in the midst of an envi- 
ronmentally fragile area, is a good thing. 
As I indicated in the interview, ideally the 
resort should not be built in the location for 
which it is now planned 
because it is much too close 
to a rich but potentially 
fragile aquatic ecosystem. 
It is my opinion rather that 
the whole of the Leepee 
Falls area, which includes 
the Khon Phapheng Falls 
site, should long ago have 
been designated a pro- 
tected area under Laos' 
National Protected Area 
Plan. Unfortunately that is 
not an option. 

Without protection un- 
der this plan, there are no 
environmental protection 
laws that might be invoked 
to conserve this area. Nor does the Lao 
Government have a statute or procedure 
that requires an environmental impact as- 
sessment to be performed prior to granting 
approval to Somphot. 

It is precisely because of this vacuum 
that the Asia Foundation stepped in to ne- 
gotiate with Somphot to consider the envi- 
ronmental implications of his project. 

Your article says Somphot asked the 
Asia Foundation to conduct an environ- 
mental impact assessment of his project. 
Actually, the reverse is true. It was the Asia 
Foundation which first proposed the idea. 
The Asia Foundation believed the only 
way to save this unique aquatic ecosystem 
was to persuade Somphot that it made 
good business sense. So far Somphot has 
been most receptive. The real test will be 
whether he actually agrees to modify his 
project based on our recommendations. 

Your article further implies that I be- 
lieve the local impact of fisherfolk may be 
more serious than the resort itself, and that 
no one is working to solve these problems. 
As I indicated in our interview, the Asia 
Foundation has been funding a project 
with the Ministry of Agriculture and For- 
estry for the past year and a half to re- 
search local fishing practices in the Khon 
Phapheng Falls area to educate local vil- 
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lagers on sustainable fishing. 

Yes, the local population has had and is 
having a very significant impact on the lo- 
cal aquatic ecosystem. But building a re- 
sort on top of this situation does not make 
the problem go away. Rather, it simply 
adds to these problems the possibility of a 
new set of problems (massive secondary 
tourism, river pollution from pesticide and 
fertiliser run-off from gold courses, etc.). 

KIM J. DeRIDDER 

Director of Programmes for Lao PDR 
& Environmental Programs 

The Asia Foundation 


Bangkok 





Family Matters 
I am prompted by your readers' responses 
[Singapore Slings, LETTERS, June 30], to 
Kishore Mahbubani's Go East, Young 
Man, [THE 5TH COLUMN, May 19] piece to 
write a letter of my own. In particular, re- 
cent articles in the REVIEW suggest that 
family values are diminishing as quickly in 
Asia as they are in America. I refer to the 
plight of the Bhutto family in Pakistan, 
splits in the Quek family between its Ma- 
laysian and Singaporean “wings,” busi- 
nessmen’s “entertainments” throughout 
Asia, as well as child prostitution in Thai- 
land, the Philippines and Sri Lanka. 
Further, where family loyalties remain 
intact, they often negate the capitalist en- 
terprise that Mahbubani supports. One 
thinks mainly here of the monopolistic 
practices of Indonesia’s first family 
(though also of the inefficiencies of fam- 
ily-owned businesses generally). On this 
score, one recalls too that when Prem 
Tinsulanonda became prime minister of 
Thailand, his bachelorhood was held to be 
a great virtue, freeing him from the “fam- 
ily politics” and nepotistic pressures that 
had undermined earlier administrations. 
In short, the family institution, like all or- 
ganised power, can cut in a number of 
ways — an indeterminacy that Mah- 
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bubani's celebratory piece largely misses. 

He should look to Malaysia’s deputy 

prime minister, Anwar Ibrahim, whose 

more nuanced assessment of Western and 

Asian belief systems was also published 

recently in the REVIEW. As usual, Anwar 

struck the right balance, observing that 

while there is much in the West to con- 

demn, it is time for Asian societies to be- 
gin investigating themselves. 

WILLIAM CASE 

University College 

University of New South Wales 

Australian Defence Force Academy 

Canberra 





Touché 

I refer to your July 7 editorial on Edward 
Chen's views on corruption [Corrupt 
Thinking]. I was in the room, together 
with the director of the Independent Com- 
mission Against Corruption, when he ex- 
pressed them, and I interviewed Chen af- 
terwards. I gave him a (wholly specula- 
tive) example of possible corruption in 
Hong Kong involving the Education De- 
partment's taking a bribe from a commer- 
cial company to use its materials in the 
schools. 

Chen told me this would be acceptable 
if the materials were sound, and that if 
they proved not to be, by teachers and stu- 
dents, then the “market” would ensure 
that eventually other materials would be 
used. He made similar remarks about a 
Hong Kong businessman’s trying to sell 
computers to China. When I asked Chen 
if there was anything wrong about all this 
he suggested I refer my question to “an 
ethics man.” 

Chen is entitled to his views but not as 
a member of the Executive Council, the 
governor's cabinet. The Hong Kong Gov- 
ernment's view is that corruption is never 
acceptable, and if Chen disagrees with this 
basic policy he should resign. 

You call Chen's view "purely aca- 
demic." Isn't this just the sort of cant that 
brings professors into disrepute with ordi- 
nary people who see right through it? 

JONATHAN MIRSKY 

East Asia Correspondent 
The Times (London) 
Hong Kong 
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the passing of leaders: De mortuis nil nisi bonum — of the. 
dead, nothing but good. But the death of Kim Il Sung | 
pushes this courtesy to the limits, especially because gloss- - 
. Sung. Even if Kim Jong Il manages to consolidate his suc- 
_ cession, he will soon find himself caught between the now 


| n general we subscribe to the old school when it comes to 


ing over the past might harm efforts to bring about a more 
peaceful future. 


In South Korea, President Kim Young Sam immediately | 
delivered an emotional address on the passing of his nem- - 
esis to the north. Certainly it is understandable that a demo- | 
_ but if he opens up this hermit country, it will be the end of 


cratic South Korea would want to calm nerves at home and 


reassure an anxious North in a time of great uncertainty, | 
especially when no one can be sure that Kim died the natu- | 
ral way the doctors claimed he did. Nor is there anything | 
improper in the formal diplomatic condolences sent to - 
Pyongyang. Less understandable, however, was President | 
Clinton's remark that “the biggest problem" he had with | 


Kim was "the sense of isolation and misunderstanding." 


Kim had many faults and his country paid for most of | 
them. But “misunderstanding” was not one of them. To the | 
contrary, Kim understood a great deal and was not afraid of | 
being understood. This was a man — or demigod in the - 
official North Korean view — who kept his country under | 
an iron fist for almost a half century. Kim understood from - 
his mentor Josef Stalin, for example, that the only way to - 
| a few years ago. But we confess that the hard line against 


maintain such a regime was to keep his people isolated and 


totally ignorant of the world around them. In later years, his | 
greatest achievement was to buck the trend in this informa- | 
tion age by keeping from his people any news of how the - 
outside world had changed. He understood that such a re- | 
gime needed to keep its enemies constantly off balance to — 
survive, and despite his many atrocities he also seemed to - 
. know just how far he could go without provoking retalia- | 
tion. He understood too that his best insurance policy in a | 
post-communist world was to possess a nuclear bomb. This : 
_ thing would be to expect their opposition to an increase in 

And what was the result, what kind of nation did Kim | 
create? A nation whose “Great Leader" killed more Koreans | 
than the Japanese ever did, unleashing a huge civil war, | 
later turning the border with his brothers to the South into | 
the most heavily armed in the world and blowing up civil- | 
ian aircraft. This is not even to mention the 22 million peo- - 
ple he effectively incarcerated in a prison-nation where wife | 
was encouraged to inform against husband, son against fa- | 
ther and everyone against his neighbour. It is the finest - 
_ Japanese took at the G7 meeting in Naples. 


he pursued with characteristic ruthlessness. 


measure of the society Kim leaves that the man who created 


it is nonetheless seen as more “reasonable” than the heir | 
_ sition is good news for a Japan struggling to climb out of 
recession and retool its economy. Our guess, however, is . 


apparent this society ultimately produced: Kim Jong 1l. 


| The tide, fortunately, is running against the Kim commu- - 

. nist dynasty. Of the many larger-than-life totalitarian per- | ! 
_ isn't going to last. In the meantime, this government might - 
_ at least shake up the mandarins at the Ministry of Finance. 
. If this be socialism, make the most of it. DL. 


-sonalities who once seemed the wave of the future — Stalin, 
Mao, Ceaucescu, Tito — only Fidel Castro remains in power, 


presiding over a country frozen in the past. Instead, George | 
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EDITORIAL 


Era Ends With ‘Great Leader’ 


Kim Il Sung's death gives North Korea new choices 





|. Orwell's 1984 has been turned on its head by the wondrous 
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advances in communications that now make it all but im- 
possible for any man ever again to establish such total con- 
trol over a country, not even a man as determined as Kim ll 


familiar pincers of the modern age: Unless Kim opens up 
the country, he will not be able to keep his people fed or 
acquire the technology post-primitive societies now need; 


North Korea as we know it. 

There is no question that the death of the older Kim 
marks the end of one era. The question that remains is how 
soon the accession of the younger Kim will mark the begin- 


ning of the next era. "o 


Supply-Side Socialist 


Takemura targets Japan's taxes 
T hey say that a leopard can't change its spots. That's 





what we thought too when Japan's Socialist Party 
changed its name to the Social Democratic Party ($DP) 


tax increases taken by the new SDP finance minister, 
Masayoshi Takemura, has us taking a second look. 

No sooner was Mr. Takemura appointed than he began 
hinting that the new government would take a different 
approach to tax policy. Of course, opposition to the hated 
3% consumption tax has long been Socialist dogma, if only 
because it was the opposite of Liberal Democratic govern- 
ment policy. With the Socialists now in an uneasy alliance 
with this selfsame Liberal Democratic Party, the natural 


the consumption tax to be abandoned. 


But Mr. Takemura has done something truly revolution- | 


ary. He has turned his back on the Ministry of Finance in- 
stead of on the Japanese taxpayer. Almost immediately after 
his appointment, Mr. Takemura announced that he would 
look to cut government rather than raise taxes. Later still he 
followed up by saying that Japan might simply let the cuts 


in income tax go through and worry about making up any 


revenue losses later. And this was indeed the position the 


Whatever the political logic, Mr. Takemura's low-tax po- 


that like the coalition governments that preceded it, this one 





Inne pa tt GC ret E ai 















BT and MCI 
present Concert. 
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It’s the best of both worlds. 

BT is the UK's largest company, and one of the world's 
leading suppliers of international telecommunications. 

MCI is the second largest long-distance carrier in the 
US, and internationally one of the world’s fastest growing. 


Together, we've combined our resources, energies and 





know-how to create Concert. The first company ever to 
make fully integrated global telecommunications a reality. 
Concerts range of services are available through 
BT and MCI. 
The power to orchestrate telecommunications around 


the world is now yours. 


CONCERT 


Global Communications from BT and MCI 


FOR MORE INFORMATION CONTACT YOUR BT ACCOUNT MANAGER, OR CALL BT ON * 44 274247 217. 
CONFIRMATION OF THIS JOINT VENTURE IS SUBJECT TO REGULATORY APPROVAL. 
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THE SON ALSO RISES- 
BUT FOR HOW LONG? 


COVER STORY 


im Il Sung, the world's longest-ruling 
dictator, has bequeathed his son and 
successor, Jong Il, a bankrupt economy. 
Even as the younger Kim tries to 
consolidate his power, he must tackle 
crucial negotiations with the United States 
over Pyongyang's nuclear programme and 
prepare for a summit with South Korea. 
How he copes with these challenges will 
determine whether he will emerge as the 
real successor to his father. Page 14. 
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Manila's Henry Sy is going downmarket and 
coming up a winner. Page 60. 19 Taiwan: China frets over a more independent Taipei 


20 Cambodia: Deputy premier, Thais deny role in coup bid 
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22 Philippines: A popular backlash snares Ramos’ VAT overhaul 

24 Foreign Relations: America sees a chance to redraft its Japan policy 
25 Afghanistan: Forget the war — Jalalabad wants international flights 
26 Burma: The drugs-and-Aids culture spreads 

29 Foreign Relations: The U.S. frowns on Burma's Asean debut 


Arts & Society 





32 Chinese Journey: An Australian retraces Morrison of Peking's 1894 trek 
from China to Burma 


Sarawak collects the harvest, and problems, 35 Books: Martial arts for businessmen; the uncensored Kama Sutra 
of a development boom. Page 68. 
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Regular Features 
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5 Editorial But they are still finding undervalued stocks amid 
the turbulence in Asian markets 
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30 Travellers’ Tales 


64 Property: Japanese banks are selling U.S. real estate 
65 Currencies: A dollar crisis — or a yen crisis? 


66 Companies: Singapore’s Yeo Hiap Seng attempts a turnaround 


96 Eye on Asia 6/ Economies: Nepal posts growth as its government falls 
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5^ =eonomic Monitor: India 68 Economies: Sarawak sees its future as Asia's energy provider; logging 


/5 Business Briefing threatens tribes as well as trees 

76 Prices & Trends /2 Policies: Pakistan's taxpayers lash out at a corrupt system 
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For 75 years, the life insurance companies of 
American International Group have been mobilizing 
the savings of people in emerging economies and 
investing those funds in support of national develop 
ment priorities. Through our life insurance agency 
force, we actually help to increase local savings. 
And, since life insurance is one of 


| | of he few instit 
that invests for the long term, we can put thes 


World 
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funds to work financing hospit itals, schools, housing, 
wansportation networks and other nationbuilding 
dedu 


We're honored to receive this C 


Pres pes Ramos lor our company's conti ution to 
helping the Filipino people build a better lile. It's z 
reflection of ALG’s longstanding commitment to 


nationbuilding in emerging economies worldwide. 


leaders in insurance and financial services. 


Ameren International Group, Inc, Dept. A, 70 Pine Street, "New York, NY 10270. 
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This index lists significant references to com- 
panies in this week’s issue of the Far Eastern 
Economic Review. Pages refer to the page of each 


article where the company reference appears. The 
index does not include reference to companies in 
Focuses, Special Reports or Where to Put Your 
Money. 
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SIEMENS 


Integrated 
Systems Technology 


We turned the ke 
within 24 





Twenty-four months after 
groundbreaking the Pohang Iron 
and Steel Company in Kwangyang/ 
Korea was able to produce its first 
ton of steel in the No. 2 steel making 
plant. Six weeks later, the plant 
reached full capacity, a record 
achievement. 


Another turnkey project in which 
Siemens played a vital role. Our 
involvement: Planning, engineering, 
supplying and installing advanced 
electrical equipment and systems 
for the main blower of the blast 
furnace as well as for the blast 
oxygen furnaces and the casting 
and sinter plants. Working within a 
very tight time schedule, 
coordinating deliveries from 
overseas and local factories, 
providing on-the-job training for 
POSCO service and operating 
personnel demanded our full 
attention. And, above all, we 


montns 


ensured maximum quality all the 
way to final commissioning. 


The Siemens knowhow in systems 
integration has now been 
strengthened further by forming a 
competence centre in Singapore to 
provide sales support, engineering 
and service for basic industries in 
the region. 


For further details contact 
Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 


or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
Tokyo. 


Knowhow in Systems 
Integration. Siemens. 


JULY 21, 


In Other Words 





" | was treating her as a piece 
of roast pork. ” 


Grandmother Chin Yin-ho, a barbecued- 
meat vendor, on how she disposed of the 
body of her lover's wife. Chin was 
convicted of manslaughter. 


** | did it for love. ”’ 


Talent manager Lolita Solis, on why she 
rigged the Manila Film Festival to ensure 
that the best actor title went to Gabby 
Concepcion. Concepcion and Solis have 
each accused the other of the idea. 


E Ve SUB = 


" In some ways we are a 
country which is over-regulated 
but undergoverned. ”’ 


Indian Finance Minister Manmohan Singh, speaking at the 
National Law School of India in Bangalore. 


" Even bankrupt companies in Silicon 
Valley have better images than Taiwan 
companies. ”’ 
Acer Chairman Stan Shih, on why he would not allow his 


new notebook computers to be featured on a Taiwanese 
billboard at Washington's Dulles Airport. 


" Let's not exaggerate. ” 


Michael Fay, saying that the caning he received for 
vandalism in Singapore was neither as severe nor as light 
as press reports had made out. 





NEWS ITEM: PAKISTAN'S OPPOSITION LEADER, NAWAZ SHARIF, OPPOSES PRIME 
MINISTER BENAZIR BHUTTO'S FREEZE ON ARMY EXPENDITURES. 


NEWS ITEM: COUP ATTEMPT IN CAMBODIA FOILED. 





"^ Why don't they put up their bars in their 
own countries and convince their women to 
go into prostitution? ” 


Mayor Alfredo Lim of Manila, on expatriates who run girlie 
bars in his city. 


“If these reports are true, | must have died 
five or six times. . . . But | am still not dead 
so | must be a fairy. " 


China's supreme leader, Deng Xiaoping, on frequent news 
reports about his demise. 


" When you next have 
snake on your plate, 
please do not forget the 

balance of nature. ” 


China's Economic Information 
Daily, urging the country's newly 
affluent consumers not to 
encourage the illegal capture and 
trade of rare animals through their 
dining habits. 


** We have not been 
able to arrest the 
offending bull. "' 


A Bangladeshi police officer, after 
a report that a bull had eaten an 
autopsy report a hospital staffer 


The Muslim was delivering to the station. 


Please share quotes you see: REVIEW, GPO Box 160, Hong Kong, or fax (852) 503 1530. 
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INTELLIGENCE 





Awkward Exile 


Malaysian authorities are privately 
shaking their heads in disbelief over the 
Cambodian Government's conduct during 
the exiling of alleged coup plotter Prince 
Norodom Chakrapong to Malaysia on July 
3. They say the Cambodian Government 
didn't bother notifying Kuala Lumpur that 
Prince Chakrapong was being placed on a 
scheduled Malaysia Airlines flight to 
Malaysia. To add to the insult, the prince 
immediately went into hiding in Kuala 
Lumpur, also failing to contact Malaysian 
officials. The Malaysians have been re- 
sponding to daily press questions on 
Chakrapong's status, and the foreign 
minister has been issuing statements. But 
officials have also contacted at least one 
journalist in the hope of eliciting a contact 
number for the prince in Kuala Lumpur. 


No Help 


Burma's military authorities are said to 
be disappointed with the lack of interna- 
tional support — and press coverage — of 
their ongoing campaign against Golden 
Triangle warlord Khun Sa. In a single bat- 
tle for a hilltop position near the Thai bor- 
der in June, the Burmese authorities re- 
ported 196 dead and 350 wounded on their 
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Khun Sa: where's the press? 


side. They also claimed to have killed 250 
of Khun Sa's soldiers. Rangoon is report- 
edly eager for support from the United 
States and Japan. The U.S., however, has 
been reluctant to give any assistance, fear- 
ing that military-related aid would be used 
against the country's dissidents. 


Buy British 

Pakistan is expected to beat other Asian 
competitors in clinching a deal to buy four 
almost-new British submarines. The Up- 
holder class, conventionally powered sub- 
marines only recently entered service with 
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the British navy. But London has now de- 
cided to sell them in the wake of post-Cold 
War defence cuts. Pakistani admirals are 
believed to be particularly attracted by the 
technology-transfer aspect of the deal, 
which could see future construction work 
based at the Karachi Shipbuilding & Engi- 
neering Works. 


Crack in the Door 


Belying its reputation for stoic isolation, 
North Korea has stepped up contacts with 
Taiwan during the past year. A variety of 
delegations have arrived seeking invest- 
ment, promoting North Korean products 
and looking for help in agricultural devel- 
opment. The most influential visitors have 
come from the Korean National Develop- 
ment Committee, a semi-official agency 
headed by Choi Chong Gun. On several 
occasions last year, Choi and his commit- 
tee members met with legislators, govern- 
ment officials and businessmen in Taipei. 
North Korea also established a presence in 
Taipei last year with the opening of an of- 
fice for Kumgangsan International Trade 
Development Ltd., a trading company 
from North Korea's Kumgangsan (Dia- 
mond Mountain) region. Although the of- 
fice initially announced it would issue vi- 
sas and promote trade and investment, 
staff members say they mainly promote 
tourism. 


Mother of Summits 


There is growing talk of a get-together 
next year of the leaders of all 10 South- 
east Asian nations — the Asean six, Viet- 
nam, Cambodia, Laos and Burma. The 
meeting could take place at the time of 
the next Asean summit in Bangkok, which 
is expected to decide on the possible in- 
clusion of Vietnam in the regional group- 
ing. Officials say the idea of an informal, 
get-to-know-you gathering is being sug- 
gested now that the region is free of the 
conflicts that have plagued it since World 
War II. 


No Worries 


The Malaysian Government is not 
overly concerned about Washington's op- 
position to Japan joining the East Asian 
Economic Caucus proposed by Malaysian 
Prime Minister Datuk Seri Mahathir Mo- 
hamad. According to a senior official, Ja- 
pan expressed support for the idea at the 
July 1993 Asean post-ministerial meeting 
in Singapore, and Kuala Lumpur takes this 
backing as the most valid indicator of 
Tokyo's position. 
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REGIONAL BRIEFING 





CHINA 
Jamming Charge 


Chinese authorities have 
continued jamming Voice of 
America (VOA) Chinese- 
language broadcasts to China, 
according to the VOA. A 
technical team from the U.S. 
broadcasting service recently 
visited China to investigate the 
problem but announced no 
results. China still denies 
jamming the broadcasts, 
listened to by an estimated 16 
million mainlanders. 


Price of Protest 


German businessmen are 
worried that their chances of 
doing more business with 
Beijing have been ruined by 
the human-rights protesters 
who dogged Premier Li Peng 
on his trips to Berlin and 
Bavaria. The Chinese leader 
cancelled several appointments 
in Bavaria to avoid noisy 
hecklers. But Bonn described 
Li's visit as a "success," and 
promised to intervene with the 
European Union to relax 
quotas on Chinese silk 
products, toys and footwear. 


JAPAN 
Minamata Ruling 


Japan's central and prefectural 
governments were absolved of 
responsibility for the outbreak 
and spread of mercury 
poisoning at Minamata, in the 
southern part of the country, 
38 years ago. The decision was 
taken on July 11 by an Osaka 
high court. The court also 
ordered Chisso Corp., whose 
factory poisoned Minamata 
Day, to pay Y276 million 
(US$2.8 million) to the 42 
surviving plaintiffs of the 59 
that filed suit 12 years ago. 


SINGAPORE 
Lockheed Deal 


Singapore signed a contract 
with U.S. aerospace firm 
Lockheed to buy 18 F16 fighter 
aircraft. Singapore already has 
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Out to spoil the day for Li Peng. 


a squadron of six F16s, but last 
year McDonnell Douglas of 
the U.S. was invited to make a 
sales pitch for its F/A18s after 
Malaysia placed an order for 
that aircraft. Sources say the 
Lockheed deal is worth up to 
US$890 million. 


THAILAND 
Deputy PM Quits 


Amnuay Virawan resigned as 
one of Thailand's five deputy 
prime ministers on July 8, 
saying he was going to form 
his own political party. He 
also resigned as deputy leader 
of the New Aspiration Party, 
the second-largest in the ruling 
five-party coalition. Amnuay, a 
former Bangkok Bank 
executive, has never run for 
election to parliament, but 
now says he will stand in the 
next general election for a 
constituency in northeastern 
Thailand. 


TAIWAN 
Out of the Race 


Interior Minister Wu Poh- 
hsiung, Taiwan's most popular 
cabinet member, surprised his 
supporters on July 11 by 
withdrawing from the race to 
be Taiwan’s first freely elected 
provincial governor. Wu has 
also resigned his cabinet post, 
in what some observers 
interpret as a protest over 


President Lee Teng-hui's 
strong support for the 
candidacy of incumbent 
Governor James Soong. The 
election will be held in 
December. 


Nuclear-Plant Budget 


In a chaotic and violent session 
of the legislature, lawmakers 
passed a US$4.2 billion budget 
for Taiwan's fourth nuclear- 
power plant. A majority of the 
84 legislators from the 
Kuomintang approved. The 
Taipei county magistrate said 
he would not issue 
construction licences for the 
plant. 


INDIA 
Election Hopes 


The governor of 
Jammu and Kashmir is 


hopeful that elections 
in Kashmir could be Federal spending 
held in the next three on health and 

, water supply in 
months, the Press Trust Malaysia, 1971-95 


of India reported on 
July 10. Governor K. V. 
Krishna Rao said he 
hoped that leaders of 
various political parties, 
who left Kashmir after 
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feeling in Kashmir and helped 
spark an uprising. 


BURMA 
Rangoon Thaw? 


Burma's military intelligence 
chief, Lieut.-Gen. Khin Nyunt, 
has said he would accept an 
invitation to meet with 
imprisoned opposition leader 
and Nobel laureate Aung San 
Suu Kyi to show his 
government is willing to work 
with "politicians who have 
opposed us in the past,” The 
New York Times reported on 
July 12. Khin Nyunt said a 
date for the meeting could 
only be set after further 
deliberations within the junta. 


CAMBODIA 
Hint, Hint 


Malaysian Foreign Minister 
Abdullah Ahmad Badawi said 
on July 12 that the Cambodian 
Government had implied to 
Kuala Lumpur that Prince 
Norodom Chakrapong, 
accused of plotting a coup 
against the Phnom Penh 
government, should not stay 
in Malaysia. Chakrapong, who 
denies any involvement in the 
failed coup attempt, was sent 
on July 3 to Malaysia, where 
he has kept a residence for the 
past year. 
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COVER STORY 


The dynasty lives on: Kim Jong Il succeeds his father but there is no guarantee everything will go according to the late Great Leader's plans. 


NORTH KOREA 


Lethal Legacy 


Kim Jong Il’s succession to his father's throne will be decided by 
how he comes to terms with the U.S. on the nuclear issue and 
shores up a devastated economy. 


By Shim Jae Hoon in Seoul 
Kim Il Sung was entertain- 
ing a visiting foreign digni- 
tary. After a few pleasant- 
ries, as the Great Leader 
rose to his feet to offer a 
toast, the TV cameraman re- 
cording the event noticed an 
unexpected jump on his lightmeter. Tiny 
lamps hidden in the ceiling were lighting 
up to give President Kim an imperial aura. 

For nearly half a century, Kim had pro- 
jected a halo around his persona and main- 
tained an iron grip over every aspect of his 
country's life. Now the old dictator is gone, 
yielding to his son, Kim Jong Il. But most 
foreign observers wonder whether the 
younger Kim will be able to hold the ship 
of state together. 

The death of Kim Sr. on July 8 came at 
an inopportune time for the country's im- 
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mediate neighbours as well as the world at 
large. It happened when diplomats from 
the United States and North Korea were 
meeting in Geneva to discuss the knotty 
problem of Pyongyang's clandestine nu- 
clear programme. Preparations were also 
under way for a summit between Kim and 
South Korean President Kim Young Sam. 
Will Kim Jr. be able to sustain his father’s 
policy of pulling back from the nuclear 
brink even as he tries to consolidate his 
hold on power? 

The answers to these questions remain 
an enigma wrapped in a mystery — to 
paraphrase Winston Churchill in another 


On Other Pages 









16 Into the Unknown 
18 From Dictator to Deity 
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context. The mystery is all the deeper be- 
cause Kim Jong Il — slavishly referred to 
by his countrymen as the “Dear Leader” 
— had been groomed for the top slot for 
nearly two decades. And yet the long 
preparation is no guarantee that dynastic 
succession will proceed as laid down by 
the deceased dictator. 

Even the medical bulletin on the death, 
ostensibly meant to reassure the Korean 
people and the world, raised some eye- 
brows abroad. The official announcement 
gave cardiac seizure as the cause of death 
and added pointedly that an autopsy con- 
firmed the medical diagnosis. 

While most observers agreed that the 
autopsy was aimed at dousing rumours of 
any foul play, some even thought the post- 
mortem examination could also have been 
used to remove evidence of assassination. 
A few Korea-watchers suggested that an 
immediate autopsy might have been car- 
ried out with a view to embalming the 
body and preserving it for posterity — as 
in the case of other communist giants. In- 
quiries by the REVIEW with Chinese experts 
who embalmed Mao Zedong’s body in 
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1976 failed to confirm whether Pyongyang 
had sought Beijing’s help in this matter. 
Only China, Russia and Vietnam are 
known to have expertise in embalming. 
And even Beijing had to “go it alone" in 
1976. 

Going it alone, however, was not the 
tenor of events in Pyongyang in the days 
after Kim Il Sung's death. North Koreans' 
adulatory frenzy over their departed leader 
continued without let-up, and Kim Jong Il 
moved with alacrity to consolidate his 
power and send signals of reassurance to 
the outside world. 

Pyongyang communicated through in- 
formal channels and Chinese diplomats 
that the nuclear negotiations with the U.S. 
would resume in due course. The North 
also informed Seoul that the planned 
North-South summit had been postponed, 
meaning not cancelled. 

China's ambassador to Seoul, Zhang 
Tinyan, confirmed to South 
Korean President Kim 
Young Sam's aides that the 
intra-Korean summit was 
"still on the cards" and that 
the succession in Pyong- 
yang had been proceeding 
smoothly — an observation 
Seoul's security authorities 
had no trouble agreeing 
with. Resident foreign dip- 
lomats in Pyongyang were 
also given the same message 
by authorities, as were visit- 
ing private Japanese emis- 
saries. The same message 
was conveyed publicly by 
Choe Kwan Ik, head of in- 
ternational affairs of the 
Chosensoren, the pro-Py- 
ongyang organisation of 
ethnic-Korean residents in Japan. 

Such confidence-building missives 
could only make foreigners temporarily 
suspend their disbelief, largely because 
North Korea under the Kims has been such 
an hermetically sealed oddity in today's 
world. A good example of the bizarre na- 
ture of that hermit kingdom is the six-sto- 
rey national museum 160 kilometres north- 
west of Pyongyang, hitherto a tourist at- 
traction for the few foreign visitors allowed 
into North Korea. The museum, which 
houses a collection of gifts to the Great 
Leader from past socialist dictators and 
bygone guerilla movements, has been a 
strange showpiece. Displayed in that mu- 
seum is a message from the Chinese Com- 
munist Party wishing “10,000 years of life" 
for Kim Il Sung; tour guides would em- 
phasise that "the Great Leader was par- 
ticularly grateful for that one." 

Even after mortality put paid to that 
Chinese wish, Beijing, which does not eas- 
ily forget "old friends," did its bit to com- 
fort Pyongyang. China's official condolence 
message expressed the "hope that [North] 
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Korea will follow Kim Il Sung's policies" 
and “rally around Kim Jong Il . . ." 

Tens of thousands of North Korean 
men, women and children did rally around 
the Great Leader's statue in emotional out- 
bursts of support, as did generals and party 
apparatchiks. For his part, Kim Jr. moved 
to take the reins of control by convening 
the Central Committee of the ruling Ko- 
rean Workers' Party as well as the Supreme 
People's Assembly — a rubber-stamp par- 
liament. Barring the unforeseen, these or- 
gans of power appeared on course to le- 
gitimise the son as the successor. 

As the secretive deliberations of the top 
echelons of party and government got un- 
der way, the list of official mourners 
showed no sign of untoward changes in 
the existing power structure. Headed by 
Kim Jong Il and Marshal O Jin U — who 
together with Kim Il Sung ran a troika of 
the Politburo Presidium — it generally con- 





Regimented North Koreans: expect no change. 


firmed the prevailing pecking order. The 
list included Prime Minister Kang Song 
San and the four vice-presidents, including 
Kim Yong Ju, younger brother of Kim Il 
Sung who returned to power last Decem- 
ber after years in the political wilderness. 

A rising star in the power structure as 
seen from his status among the mourners 
was Kim Yong Sun, party secretary in 
charge of international affairs who negoti- 
ated the preparations for the North-South 
summit talks early this month. A techno- 
crat, who is related to the ruling family, 
Kim Yong Sun is identified with the prag- 
matist group pushing for political and eco- 
nomic reforms. 

Pushed way down in the mourners' list 
was Kim Il Sung's widow, Kim Song Ae, a 
Jong Il rival. Another potential challenger 
is his own uncle, Kim Yong Ju, with whom 
he is said to be at odds over Kim Jong Il's 
high-handed management of government 
affairs, according to analysts. Prominent in 
widow Kim Song Ae's family circle is Kim 
Jong Il's stepbrother, who was not included 
in the list of his father's mourners. 
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In addition to the extended Kim family, 
power in North Korea rests in two major 
institutions — the party and the army — 
which overlap and sometimes compete. 
The Workers' Party with its 3 million mem- 
bers includes one out of every seven North 
Koreans. The country's armed forces, ac- 
counting for 1.1 million people in uniform, 
also has a sizable number in the party. Kim 
Jong Il controls the party through the 
politburo presidium and central commit- 
tee. He also heads the party's military com- 
mittee as well as the state's Military Com- 
mission. 

"But it's a family dynasty which is rul- 
ing North Korea," points out Chung Yong 
Sok, a Dankook University professor and 
prominent analyst of North Korean power 
structure. So the potential opposition could 
come from within the Kim family ranks. 

Within this tight-knit and competitive 
elite, however, there are some generational 
changes that could also 
shape future policies. In the 
past, Kim Jong Il has been 
identified as a hard-liner, 
but many of his appointees 
in recent years are younger 
technocrats. One example: 
Kim Yong Sun, who negoti- 
ated the preparations for the 
North-South summit. An- 
other is Vice-Foreign Minis- 
ter Kang Sok Ju, Pyong- 
yang's top negotiator with 
the U.S. in Geneva. 

In the economic sphere, 
officials identified as prag- 
matists include former 
Deputy Premier Kim Dal 
Hyon, in charge of external 
economic cooperation. He 
visited Seoul some years ago 
for first-hand inspection of its industrial ca- 
pability. Another is former Premier Yon 
Hyong Muk, now removed from govern- 
ment but still running a petrochemical 
plant. Kim Il Sung reportedly ousted Yon 
after hearing him urge a change of course 
in favour of opening and reforms, one re- 
port in Seoul said. 

Whether the economic pragmatists pre- 
vail will determine how successful Kim 
Jong Il will be because he inherits a bank- 
rupt national economy. Moreover, the 
"Dear Leader" could for the past two dec- 
ades tag on to his father's coat-tails while 
building his own personality cult. Now 
that he is on his own, he will have to de- 
liver the goodies the people have been 
longing for. If he opens up the country to 
external economic influences, his and the 
party's control could become shaky and 
provoke dissension in the power elite. 
How deftly he negotiates his way out of 
the nuclear dilemma and keeps the lid on 
domestic economic turmoil will determine 
whether he can be the real successor in 
Pyongyang. = 
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NORTH KOREA 


Into the Unknown 


For Koreans and outsiders, Kim Jong ll is an enigma 








By Shim Jae Hoon in Seoul 
It's not just that North Ko- 
reans refuse to answer 
when outsiders ask them 
about their “Dear Leader,” 
Kim Jong Il. Many will also 
instinctively turn their faces 
away, as though even hear- 
ing such a question could have fatal conse- 
quences. 

In any case, very few of North Korea's 
22 million people would be able to supply 
any personal details about their country's 
new leader beyond the often-mythical feats 
ascribed to him by the newspapers and 
television. But the instinctive fear that even 
the mention of his name produces goes 
some way to supporting the stories of li- 
centiousness and instability that have over 
the years trickled out of North Korea. 

Outsiders, too, have little information 
from which to judge the younger Kim. Al- 
though he holds the title of a party secre- 
tary in charge of organisation and supreme 
commander of the People's Armed Forces, 
Kim Jong Il has rarely received foreign dig- 
nitaries. Last month, he is said to have 
turned down a request for a meeting by 
former United States President Jimmy 
Carter, who was visiting Pyongyang for 
talks with “Great Leader" Kim Il Sung on 
the nuclear crisis. 

The rare foreigners who have met Kim 
Jong Il are divided in their assessment of 
the man. One Western analyst said that on 
being informed that Moscow had decided 
to establish relations with South Korea, 
Kim Jong Il threw an ashtray at the Soviet 
ambassador to North Korea. No direct con- 
firmation is available, but another senior 
Soviet official, who also met Kim Jong Il 
several times said, “he is unstable, he is 
bizarre." A Russian diplomat who served 
in Pyongyang for over a decade and has 
met him, however, says Kim Jong Il 
"showed grasp of details and intelligence." 

Only two South Koreans have met Kim 
enough times to form an opinion. Movie 
maker Shin Sang Ok and his actress wife 
Choi Un Hi have described him as arro- 
gant, impetuous and temperamental. Shin 
and Choi were kidnapped by North Ko- 
rean agents from Hong Kong in 1978 to 
make films that Kim Jong Il hoped would 
win international acclaim, they later said. 
Kim impressed them as being artistically 
gifted, but hardly suitable for political lead- 
ership. The pair eventually escaped during 
a trip to Vienna in 1986. 

The paucity of information about the 
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Kim Jong Il: much will depend on the army. 


younger Kim's personality alarms some 
analysts, particularly as the North's nu- 
clear-development programme is widely 
ascribed to his personal initiative. Defec- 
tors from the North invariably describe 
him as a “radical,” advocating confronta- 
tion rather than accommodation with the 
South. 

Analysts in Seoul agree that he could be 
more adventurous — and therefore dan- 
gerous — than his father, who has first- 
hand experience of living under U.S. 
bombing attacks during the Korean War. 
The style and planning of a 1983 Rangoon 
bombing attack against the visiting South 
Korean government delegation bear the 
younger Kim's imprimatur, officials in 
Seoul say. 

Moreover, Kim Jong Il reportedly or- 
dered the planting of a bomb on a Korean 
Airlines flight in 1987 that killed over 100 
people. The most convincing testimony to 
his involvement in that bombing comes 
from Kim Hyon Hi, the terrorist who 
planted the bomb. He is also seen as insti- 
gator of the axe-murder by North Korean 
soldiers of two U.S. army officers at Pan- 
munjom in 1976. That incident elicited the 
first public apology on record from his fa- 
ther, Kim Il Sung. 

Kim was born at a Soviet army camp 
near Khabarovsk in 1941, as one of two 
sons born to Kim Il Sung and his first wife, 
Kim Jong Suk. Arriving in Pyongyang in 
1945, Kim Jong Il lost his brother to drown- 
ing. His mother died when he turned 
seven, leaving him to the care of nurses. 
His childhood life was said to have been 
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wretched and lonely, with his father con- 
stantly away on meetings and political 
work. His father also remarried, choosing 
as his bride a secretary 20 years his junior. 

From early youth, Kim Jong Il has dis- 
played sharp political acumen, North Ko- 
rea specialists say. He went on to work for 
his uncle in the elite Organisation Depart- 
ment of the ruling Workers' Party in 1964, 
shortly after graduation from Kim Il Sung 
University. He is known to have quarrelled 
frequently with his superiors, including his 
uncle Kim Yong Ju, who is one of four vice- 
presidents of North Korea today. 

A big step came in 1973, when he im- 
pressed his father by proposing to launch 
a North Korean-style cultural revolution 
against what the official media denounced 
as bureaucratism in the party. He organ- 
ised and led the "Three Revolution Bri- 
gades" composed of his cronies, who tar- 
geted many veteran party members. 

Using this campaign to take over the 
party secret-service apparatus, Kim Jong Il 
produced a detailed report around this 
time accusing his stepmother, Kim Song 
Ae, of corruption and nepotism. From that 
time until Carter's visit in June, she became 
a non-person for the official media. Restric- 
tions on her are even less likely to be re- 
laxed now that her husband is dead; last 
week, her name reappeared in a humiliat- 
ing way, buried in the list of 270 dignitar- 
ies attending the Great Leader's funeral. 
Kim Jong Il's stepbrother, Kim Pyong Il, 
who is ambassador to Finland, did not 
even make it on the list. 

Kim Jong Il's future will depend largely 
on how he handles his relationships with 
the two most important pillars of power in 
North Korea today — the 1.1 million- 
strong armed forces and 3 million mem- 
bers of the Workers' Party. Analysts in 
Seoul give him more than an even chance 
of success in consolidating his rule, noting 
that he has had 20 years of tutorship from 
his father and has been in control of day- 
to-day government decisions in recent 
years. 

The younger Kim has infiltrated gradu- 
ates from the Mankyongdae Academy, an 
elite school for children of party and mili- 
tary leaders from which he graduated, into 
every level of party and government ma- 
chinery. One ray of hope for moderation 
cited by outside analysts is the fact that 
many Mankyongdae students have gone 
abroad for higher education in the former 
Soviet Union and Eastern Europe. 

But there are compelling reasons for 
Kim Jong Il to maintain the hermetic seal 
around the country's borders. "The only 
way for Kim Jong Il to establish his author- 
ity," says Masashi Nishihara of the Na- 
tional Institute for Defence Study in To- 
kyo, ^is to improve people's living condi- 
tions. But the dilemma is that the opening 
to the outside world required to achieve 
that would only jeopardise the regime." m 
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Take advantage of your future stay in Switzerland 
to purchase your own SWISS SPACE 
and simultaneously open your personal 
bank account with a Swiss bank. 
The SWISS SPACE kit has what 
you need to acquire a Swiss-franc 
income, with guaranteed interest and dividends, 
free of Swiss taxes. 
Consult your financial adviser or write to 
«La Suisse» for further information. 
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NORTH KOREA 


From Dictator to Deity 





By Adrian Buzo in Sydney and 
Shim Jae Hoon in Seoul 


Talking to former United 
States President Jimmy 
Carter in Pyongyang last 
month, Kim Il Sung 
boasted that he was in 
such good health he could 
go on leading North Ko- 
rea for another 10 years. Such hubris was 
typical of the self-proclaimed "Great 
Leader,” who died at age 82 on July 8 
after 49 years in power. 

But hubris served Kim Il Sung well. 
He founded what is today North Korea, 
its ruling Korean Workers' Party, and the 
People's Armed Forces virtually from 
scratch following the collapse of the 
Japanese Empire at the end of World War 
II. He then protected his fiefdom from to- 
tal destruction during the 1950-53 Korean 
War, though only with the aid of China. 

Following the Korean War, he consoli- 
dated power in the hands of his extended 
family, wrapping himself in a cult of per- 
sonality so intense and long-lasting that it 
has no parallel in modern history. His en- 
tire family is canonised in the pantheon 
of revolution. He, his father and his uncle 
are credited with heroic actions against 
the Japanese during the colonial occupa- 
tion, while his great-grandfather is por- 
trayed as the first Korean patriot who re- 
sisted American gunboat diplomacy in 
the 19th century. His son and heir appar- 
ent, "Dear Leader" Kim Jong Il, was as- 
signed magical powers to buttress his 
claim to the future leadership of the coun- 








This dynastic mythology became a key 
part of Kim Il Sung's philosophy of juche 
(self-reliance), which led him to sever all 
contact with the capitalist world and jus- 
tified the attempt to build an autarkic 
economy. It is that legacy — almost com- 
plete isolation from the rest of the world 
and an economy on the brink of collapse 
— that his son and other leaders in North 
Korea must now deal with. 

Kim Il Sung was born Kim Song Ju 
on April 15, 1912, at a village outside 
Pyongyang, the eldest of three sons in a 
gentry family. His father practised Chi- 
nese herbal medicine and his mother 
came from a Presbyterian family of edu- 
cators. “I have never been a farmer in my 
life, but you can always learn farming by 
studying from the peasants,” he once 
said in defence of his not-so-humble 





Kim with China's Deng Xiaoping. 


background. 
Receiving an early education in Chi- 
nese as well as Korean schools — his na- 
tionalist father briefly moved to Manchu- 
ria when Korea fell to Japan's occupation 
in 1910 — he became bilingual from early 
youth, a gift he put to good use when he 
joined the Chinese Communist Party in 
1931. After expulsion from a middle 
school in Jilin for anti-Japanese activities 
in 1926, Kim promptly joined guerilla 
units active in the Tumen River region of 
China, which is adjacent to Korea. 
Taking the nom de guerre Kim Il Sung 
from the legendary Korean guerilla 
fighter against an earlier Japanese inva- 
sion force, he earned recognition as a no- 
table fighter in the border region. This 
early alliance with 
the Chinese Commu- 
nist Party and his 
education in its guer- 
rilla warfare meth- 
ods cemented his 
friendships with 
many Chinese revo- 
lutionaries, including 
Mao Zedong. Those 
connections helped 
protect Kim when 
China effectively 
blocked the imposi- 
tion of United Na- 
tions economic sanc- 
tions in retaliation 
for North Korea's 
suspected nuclear 
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weapons programme. 

Kim's greatest fame as a warrior came 
in June 1937, when he led 200 men in a 
daring attack against the Japanese garri- 
son in the small Korean town of 
Pochonbo. The heavy Japanese casualties 
brought him a reputation as a major gue- 
rilla figure, though it also attracted a Ja- 
panese expeditionary force that ultimately 
forced Kim's units to retreat over the bor- 
der into Russia. 

Ironically, the Japanese garrison in 
Manchuria at this time included an ethnic 
Korean officer by the name of Park 
Chung Hee. Park later became the au- 
thoritarian leader of South Korea who led 
the nation on the road to industrialisation 
that equalled and then surpassed Kim Il 
Sung's juche achievements. 

If Kim made much of his achieve- 
ments in the 1930s, he was also the bene- 
ficiary of a good deal of fortune in 1945, 
when the Soviet Union chose him as the 
post-war leader of North Korea. Kim 
spent 1941-45 in a training camp outside 
Khabarovsk preparing a native Korean 
army in case of Russian hostilities with 
Japan. 

Japan's early surrender brought Kim 
back to Pyongyang in the company of So- 
viet occupation forces. Kim was intro- 
duced to Pyongyang citizens at a public 
rally on October 14, 1945, as "General 
Kim Il Sung, Korea's Nationalist Hero." 
The elevation of such a complete un- 
known was greeted with disbelief by lo- 
cal political leaders, most of whom hailed 
from the elite Christian community. 

Kim's subsequent 49 years of rule may 
be divided into two periods. First came 
the period from 1945-58, when Kim bat- 
tled South Korea and the U.S. as well as 
domestic opponents. That was followed 
by the ever-expanding personality cult at 
home and increasing isolation abroad. In 
the earlier period, Kim first attempted to 
unify the Korean peninsula by force, turn- 





Juche hero: Kim among adoring peasants. 
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ing when the war ended in a disastrous 
stalemate to an attack on his party 
rivals. 

Blaming the war's inconclusive end 
on flawed intelligence assessments of 
the revolutionary potential in the South, 
he first purged leaders of the domestic 
faction, composed of people who led 
the communist movement in Korea 
during Japanese occupation. The purges 
did not end in the 1950s, but subsequent 
upheavals could not compare with their 
sweep and severity. 

Beginning around 1960, Kim turned 
his attention to society as a whole, 
launching ideology campaigns aimed at 
the almost total destruction of tradi- 
tional Korean culture. Other campaigns 
sought to promote the enforced isola- 
tion from almost all foreign contact, the 
triumph of military priorities over ra- 
tional economic planning and the wor- 
ship of Kim's personality and family. 

At first, Kim's juche philosophy at- 
tracted the attention of the world, espe- 
cially among anti-colonialist leaders in 
the Third World. From the ashes of the 
Korean War, Kim built an economy that 
initially surpassed that of rival South 
Korea. The contradictions inherent in 
his command economy soon began to 
stymie further growth, however. 

To the outside world, the Kim of later 
years was known chiefly through crisis 
headlines: the Pueblo Incident, the Blue 
House raid, the Panmunjom axe killings 
and the Rangoon bombing. He gained 
further notoriety in world financial cir- 
cles in 1985 by abruptly slamming the 
door on a cautious opening to foreign 
trade that had begun a year earlier. 

In foreign policy, Kim's obsession 
with the conquest of South Korea 
squandered his revolutionary creden- 
tials in world diplomatic circles and 
greatly facilitated South Korean diplo- 
macy. By the end of the 1980s, most of 
the world considered Kim to be among 
the lunatic fringe of national leaders. In 
the 1990s, more countries came to hold 
him at arm's length as his diplomats 
were revealed to be involved in illicit 
arms, drug and liquor dealing. 

In effect, by the time of his death, 
Kim had marched his country back to 
his own vision of innocent youth — the 
guerilla camps of the Manchurian hin- 
terland in the 1930s. North Korea will 
carry the burden of that simple vision 
for many years: a prostrate economy 
with a huge foreign debt, a bloated mili- 
tary machine primed for further war- 
fare, a disorganised and demoralised 
bureaucracy and a people bewildered 
and disoriented by this long period 4 
monolithic rule. 
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| Pro-independence march in Taipei: China suspects Lee, too. 


Dire 
Straits 


Beijing frets over a more 
independent Taiwan 





By Julian Baum i in Taipei 





| aiwan has always been a vexing 
problem for China. But control of re- 


lations with what Beijing regards as 
a renegade province now seems to be slip- 
ping out of its grasp altogether. 

What, for example, can Beijing do about 
the sympathy growing in the United States 
Congress for Taiwan's membership in the 
United Nations? Or about a popular leader 
who appears to give some support in a for- 
eign press interview to those advocating 


| independence for the island? Or a govern- 


ment white paper on cross-strait relations 
that flatly rejects Beijing's proposed "one 


| country, two systems” approach to reunifi- 


cation? 
So far, the answer is not much, say aca- 


, demics and independent observers. Beijing 








| has denounced the U.S. for interfering in 


its internal affairs and publicly criticised 


| President Lee Teng-hui for conspiring with 


advocates of Taiwanese independence 


| from China. But it has been unable to main- 


tain Taiwan's international isolation or 


| block the gradual improvement in its ex- 


ternal relations. This last result was re- 
flected most recently in reports that the 
U.S. will soon lift certain restrictions on 
contacts with Taiwan, a decision many 


| analysts say is long overdue. 


Among the many developments that 
are undermining China's policies towards 
Taiwan, Beijing has been especially unset- 


| led by recent comments from President 
| Lee. 


“Communist China wants to return 
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Taiwan to be a 
province of the Chi- 
nese mainland," Lee 
told the Overseas 
Japanese Weekly in a 
rare exclusive inter- 
view published in 
early May. "This is 
a strange dream be- 
cause Taiwan and 
mainland China 
have different gov- 
ernments." 

“lf I had sa 
chance to talk with 
[Chinese Commu- 
nist Party leader] 
Jiang Zemin, I 
would want to say 
that before we talk 
about the unifica- 
tion of the two sides, we should do some 
research and define what Taiwan is,” Lee 
said in Japanese. The president observed 
that Beijing must be frightened of an inde- 
pendent Taiwan because it could trigger 
independence movements in Tibet, Xin- 
jiang and other border regions. “If Beijing 
wants to build China into a big empire, 
Asia would be in a mess,” he added. 

In shrill commentary on the interview, 
Chinese Communist Party organs accused 
Lee of misreading history and “overturn- 
ing right and wrong.” A series of articles in 
the People’s Daily and in pro-Beijing news- 
papers in Hong Kong charged the native 
Taiwanese leader with discriminating 
against Chinese mainlanders in his govern- 
ment and obstructing unification. “Lee 
Teng-hui should rein in the horse at the 
edge of the precipice just before commit- 
ting a serious blunder,” the People’s Daily 
warned. 

The unusually strong personal attacks 
appeared in the last week of June, just after 
the reported execution of three young men 
for the robbery and murder of a Taiwanese 
tour group at Qiandao Lake in China's 
Zhejiang province. The timing was signifi- 
cant, say analysts, because it suggests that 
Beijing believed it had solved the public- 
relations disaster of the Qiandao Lake tra- 
gedy and had decided that it could take 
the offensive. Mainland affairs specialists 
add that the criticism was also an attempt 
to divide Lee from conservatives in his 
own pa 

In the wake of the Qiandao Lake inci- 
dent, which marked a low point in cross- 
strait ties, officials in Taipei were worried 
that relations had slipped dangerously off 
track. Government sources say the sharp 
commentary on President Lee's speech 
triggered a goodwill gesture: on June 24 
the Straits Exchange Foundation faxed an 
invitation letter to Tang Shubei, adminis- 
trative head of Beijing's Association for 
Relations Across the Taiwan Strait, to come 
to Taipei for talks. So far, neither side has 
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been getting what it wants from their 
quasi-official dialogue during the past year. 
In four rounds of cross-strait talks follow- 
ing a historic meeting in Singapore in April 
1993, there have been no new agreements 
on such issues as airline hijackings, smug- 
gling and fishing disputes. The next round 
of talks, originally scheduled for Taipei in 
July, has now been postponed. Some say 
Beijing’s officials are reluctant to face the 
protesters who would almost certainly 
greet them. 

Meanwhile, there have been other hints 
of flexibility on Taiwan’s side. The Main- 
land Affairs Council, which coordinates 
policy towards China, announced in early 
July that the government would complete 
a preparatory report on cross-strait trans- 
port within a year. This was the first public 
confirmation that preparations are under 
way for what many businessmen hope will 
be an easing of the 45- 
year ban on direct trade 
and transportation across 
the Taiwan Strait. 

There are many com- 
plex operational issues to 
be settled before direct 
trading can begin, says 
Micky Chen, head of the 
economics division at the 
council. “We are making 
preparations, but we 
can’t say when we will 
talk with the mainland 
authorities about this,” 
he says. “Ultimately, this 
is a political-economic is-sue, not just an 
economic one.” 

External events are converging to force 
the government's hand on this issue, say 
other observers. Perhaps the most immi- 
nent is the issue of pending applications 
for Gatt membership by both Taiwan and 
China. Minister of Economic Affairs P. K. 
Chiang has said he expects Taiwan's appli- 
cation will be approved by the end of this 
year. Others are doubtful, as Beijing has 
insisted that it be admitted first and its own 
application faces serious delays. 

Another force for change is the rever- 
sion of Hong Kong to Chinese rule in 1997. 
Economists estimate that at least 80% of 
Taiwan's trade with China is currently fun- 
nelled through Hong Kong, and many Tai- 
wanese investments in China are nomi- 
nally registered there. The government has 
made it clear that once Hong Kong comes 
under Chinese rule, commercial contacts 
will continue as usual, making the ban on 
direct links with China less defensible. . 

Independent of shifts in Taiwan's bilat- 
eral ties with China, the U.S. is making 
changes as well. Press reports in the U.S. 
say that the Clinton administration has 
completed its review of Taiwan policy and 
will be adopting changes in diplomatic 
protocol. Secretary of State Warren Chris- 
topher told a Senate committee on June 30 


on the way. 





Christopher: policy adjustments 


that the administration will be making 
some “well-deserved” adjustments. 

The adjustments include permission for 
cabinet-level visits, which have been barred 
since 1978, allowing Taiwan's representa- 
tive office in America to adopt a more suit- 
able title than the clumsy Coordination 
Council for North American Affairs cur- 
rently in use, and allowing Taiwanese offi- 
cials to enter government office buildings 
in Washington. Some analysts say the 
changes are largely cosmetic, but add that 


they have significant symbolic importance | 


after 15 years of frosty treatment by the 
U.S. towards Taiwan's officials. 

Another annoyance for Beijing is the 
pragmatic policy outlined in Taiwan's new 
white paper on mainland affairs, which 
was released in early July. "We call on the 
Beijing regime to face up to the fact that 
China is a divided country under two sepa- 
rate governments, and to 
promote the develop- 


tions according to the 
principles of reason, 
peace, parity and reci- 
procity,” the paper an- 
nounces. 

While affirming the 
principle of a single 
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the two sides should be 
acknowledged as a po- 
litical fact and that the 
two governments should "coexist as legal 
entities in the international arena." It de- 
scribes Chinese paramount leader Deng 
Xiaoping's proposal of "one country, two 
systems" as "absolutely unacceptable and 
unworkable.” “It’s obvious that the pur- 
pose of 'one country, two systems' is to 
make the Republic of China surrender 
completely to Beijing," the paper argues. 
The statement notes that Taiwan is the 
first prosperous and democratic society in 
Chinese history, and scolds the mainland 
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The Plot 
Thickens 


Sar Kheng, Thais deny 
role in coup attempt 


By Nate Thayer in Phnom Penh and 


. Rodney Tasker in Bangkok 








hen Cambodian leaders point 
| their fingers at Thailand, it's often 





a sign they're facing serious trou- 


| ble at home. And amid the turmoil grip- 


ment of cross-strait rela- | 





China that includes Tai- | 
wan, the document in- | 
sists that the division of | 


ping the top levels of government in the 
wake of the July 3 coup attempt, Phnom 
Penh officials have dragged out their tradi- 
tional punching bag, accusing Thailand of 
having a dark hand in the failed putsch. 

For diplomats and other analysts, how- 
ever, the attempt to focus attention on the 
Thais looks like an attempt to deflect atten- 
tion from the ongoing internal wrangle in 
Phnom Penh, where serious new cracks are 
opening in the fragile coalition govern- 
ment. 

So far, blame for leading the coup has 
centred on Prince Norodom Chakrapong, 
the disaffected half-brother of First Prime 
Minister Norodom Ranariddh, and Sin 
Song, a former interior minister. But Cha- 
krapong, now in exile in Malaysia, and Sin 
Song, under arrest in Phnom Penh, are 
viewed as only the tip of the iceberg in the 


| conspiracy. A third influential member of 


the Cambodian People's Party (CPP), Secre- 
tary of State for the Interior Sin Sen, has 
also been arrested, but diplomats and sen- 
ior government officials say even more 


| powerful CPP figures were involved. 


government for ridiculing the island's de- | 


mocracy and for unreasonable interference 
in its external relations. "Although various 
parties [on Taiwan] may have different 
opinions concerning mainland policy, their 
ultimate purpose is to enhance the welfare 
of the people on Taiwan," the paper com- 
ments. 


Independent observers say that al- | 
though the white paper may offer few so- | 


lutions to the policy dilemmas facing Tai- 


wan, it articulates views that many Tai- | 
wanese can accept. “No one has a solution | 


to Taiwan's relations with China," says 
political scientist Peter Chen of Wayne 


State University, who has served as an ad- | 


viser to the Taiwan Government. "There 
can only be an evolutionary outcome in 


which relations are based on parity and . 


mutual respect." a 
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The CPP dominates the coalition gov- 
ernment formed after the May 1993 Uni- 
ted Nations-supervised elections, though it 
finished second in the voting to Prince 
Ranariddh’s royalist Funcinpec party. In- 
telligence analysts and some officials say 
they believe the attempted coup, involv- 





Chea Sim: was he aware of a plot? 
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ing less than 300 troops, was directed 
against Funcinpec, and possibly CPP Sec- 
ond Prime Minister Hun Sen, by hardline 
figures at the highest levels of the CPP who 
were aiming to get an iron grip on the 
government. 

The analysts noted that the coup at- 
tempt followed weeks of open dissent that 
was undermining the control of the CPP, a 
former communist party installed in power 
by Vietnamese troops in 1979. Specifically, 
some senior officials have been calling for 
King Norodom Sihanouk to return to 
power, and for negotiations aimed at 
bringing the rebel Khmer Rouge into a na- 
tional unity government. Sihanouk pub- 
licly supported the moves in mid-June, 
triggering a strong reaction from the CPP. 

Sources say that the coup leaders 
planned to retain the National Assembly 
and constitution to preserve the appear- 
ance of democracy, critical to continued 
foreign aid. A cowed National Assembly 
would have elected a new prime minister, 
most likely, the sources say, Deputy Prime 
Minister Sar Kheng, who as co-interior 
minister is one of the most powerful men 
in the government. However, Sar Kheng 
told the REVIEW he had no knowledge of 
the coup plot and was not involved in any 
way. 

Diplomats and officials say that the 
United States, along with other foreign 
powers, caught wind of the coup plot more 
than a month before it was executed, and 
in recent weeks had informed government 
officials — including Sin Song and Sar 
Kheng — that the U.S. would refuse to 
support any government that emerged 
from a putsch. 

Officials say the first move of the coup 
plotters, on July 2, was to try to arrest three 
powerful army generals, all three of whom 
were anti-CPP resistance commanders be- 
fore they merged their troops into the 
Royal Armed Forces after the elections. The 
object was to prevent the army from mobi- 
lising against the coup. 

Evidence suggests that the plotters 
planned to rely on the Interior Ministry's 
highly politicised national police force. The 
REVIEW has learned that thousands of new- 
style military uniforms were covertly de- 
livered from Thailand in recent weeks, and 
were to be used to outfit the police forces 
to replace the army in the event of a suc- 
cessful coup. 

Though their involvement in the coup 
attempt has not been proven, 14 Thai citi- 
zens remain under detention in a hotel 
after being arrested at Phnom Penh airport 
trying to leave the country on the day the 
attempt took place. Senior government of- 
ficials say the men may have been involved 
in a plot to assassinate the co-premiers. 
Ranariddh has said nine of the 14 were 
believed to be experts in weapons, explo- 
sives and telecommunications, quoting 
army secretary of state Chay Sung Yung, 
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who was allowed to flee to Vietnam after 
being interrogated by Hun Sen. 

Authorities in Bangkok have predict- 
ably responded indignantly, saying the 
Thais were mere civilian workers. Relatives 
have told the Thai Foreign Ministry the 
men were taxi drivers and labourers seek- 
ing work in Cambodia. "They are just idi- 
ots," says a senior ministry official. "How 
can they be a killing squad when they are 
so stupid." 

Thai Prime Minister Chuan Leekpai has 
responded to the taunts by saying Cambo- 
dian Government officials always accuse 
Thailand to cover up their own blunders. 
He was referring to Cambodian accusa- 
tions early this year that the Thais helped 
Khmer Rouge guerillas retake their south- 
west Cambodia stronghold of Pailin from 
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relations between the neighbouring coun- 
tries are plumbing new depths. 

The National Assembly voted follow- 
ing the coup to outlaw the Khmer Rouge 
and seize its assets, a move that was partly 
directed at Thailand. The Thai Government 
and military leadership have consistently 
denied any support for the Khmer Rouge, 
even before the faction was outlawed, but 
the new law means the guerillas and their 
leaders should not be allowed access to 
Thai border territory or to pass through 
the country to overseas destinations. 

As Ranariddh announced after the leg- 
islation was passed: "Now all countries 
who used to allow the Khmer Rouge to 
use their territory, the royal government 
will ask those countries not to allow the 
Khmer Rouge to go through their territory, 
not to recognise any other passport than 
that of the royal government, and that 
names will be sent to those countries all 
around the world in order to ask those 
countries to arrest those outlaws." 

It remains to be seen whether Thai bor- 
der troops will cease contact with the gue- 
rillas or whether Thai businessmen will 
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Phnom Penh alert: military police guard Sin Sen’s home. 


stop buying as much as US$10 million a 
month in logs and gems. But the Thais 
have assured Phnom Penh that they will 
abide by the new law. “Thailand recog- 
nised the elected Phnom Penh govern- 
ment,” says Thai Foreign Minister Prasong 
Soonsiri. “Therefore we will have to respect 
its laws.” Senior Thai officials told the 
REVIEW that Khmer Rouge nominal leader 
Khieu Samphan was called to Bangkok 
before the vote and informed that Khmer 
Rouge officials would no longer be able to 
pass through Thailand. The move, if en- 
forced, will be a major blow to the faction, 
hampering its logistics and ability to main- 
tain international links. 

On June 11, the Khmer Rouge an- 
nounced that it had formed a parallel gov- 
ernment, with its headquarters in northern 
Cambodia and Khieu Samphan as presi- 
dent. For once, how- 
ever, the Khmer 
Rouge faction is tak- 
ing a back seat to the 
government’s pre- 
occupation with 
cleaning its own 
house in the wake of 
the coup. Govern- 
ment leaders have 
strongly warned 
officials and the me- 
dia against “spread- 
ing rumours” that 
cause “divisions 
among the leader- 
ship.” The first vic- 
tim of the new 
clampdown was the 
editor of a popular 
daily newspaper that 
had alleged that Sar 
Kheng was involved in the coup. 

Despite Sar Kheng’s categoric denials, 
that suspicion was echoed by some gov- 
ernment officials and intelligence analysts. 
They note that Hun Sen did not notify Sar 
Kheng — who as interior minister should 
have been one of the first called — until 
several hours after learning of the plot. Sen- 
ior government officials say this was be- 
cause Hun Sen believed top CPP officials 
were involved. Some suspicion was even 
directed at CPP Chairman Chea Sim, the 
acting head of state, with the officials and 
intelligence analysts suggesting that he 
must have at least been aware that a coup 
plot was brewing. 

The operation to put down the coup 
was commanded from Hun Sen’s house, 
and the premier used only security and 
military personnel from outside the CPP, 
principally from Ranariddh’s Funcinpec 
party. According to senior officials, Hun 
Sen met other CPP officials on July 7 and 
agreed not to push for more arrests. Ap- 
parently, it was feared that further arrests 
would result in armed conflict and a col- 
lapse of both the party and government. m 
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PHILIPPINES 


Tax Trauma 


Popular backlash ties up Ramos' overhaul of VAT 


By Rigoberto Tiglao in Manila 


steps back. What started out as 

a political and economic break- 
through for President Fidel Ramos 
ran smack into a popular backlash, 
miring the Philippines knee-deep 
in another political mud-wallow. 

In May, Ramos was looking like 
a winner after pushing a law 
through the Senate amending the 
Philippines’ 10% value-added tax 
(VAT) system. The amendment 
closed loopholes in the 1988 sys- 
tem and extended it to cover most 
service industries. Politically, it 
seemed that Ramos had finally suc- 
ceeded in convincing the opposi- 
tion-dominated Senate to cooper- 
ate with his reform programme. 
Economically, the law represented 
an antidote to one of the country’s 
biggest ailments, its budget deficit. 
Its enactment was the final step the Interna- 
tional Monetary Fund (IMF) was awaiting to 
award Manila a US$684 million credit facil- 
ity — a seal of approval in the eyes of the 
international financial community. 

Now, just two months later, the law is 
tied up in court, its opponents are organ- 
ised into broad-based coalitions, and many 
senators who voted for the law are calling 
for its repeal. Ramos’ VAT reform effort has 
given opposition parties a rallying point-- 
and political ammunition whose repercus- 
sions may echo through the May 1995 gen- 
eral elections. 

The president apparently forgot what 
he learned the last time he tried to satisfy 
the IMF by raising tax revenues: that Filipi- 
nos — and their influential activist organ- 
isations — won't take new taxes lying 
down. In March, Ramos had to abandon a 
levy on oil prices in the face of a public 
uproar. Though the government insists 
that it only replaces old taxes, the new VAT 
law — partly because it would include 
transportation services — would likewise 
affect prices of basic goods and services. 
And like the oil-price levy, it generated a 
groundswell of public opposition, fed by 
the widespread perception of unchecked 
government waste and corruption. 

The Supreme Court blocked implemen- 
tation of the law just before it was to take 
effect on July 1, so it could rule on seven 
suits claiming that the law or the way it was 
passed violated the constitution. The tem- 
porary restraining order bolstered the op- 
position, which had hastily formed two dif- 
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Not likely to cheer Ramos. 


ferent anti-VAT coalitions were formed. One 
includes radical groups such as the Reform 
the Armed Forces Movement, while the 
other provides a forum for religious organ- 
isations and other moderate groups. 

Even before the restraining order was 
issued, the VAT law was heading for a run- 
in with public opinion. "The court in effect 
saved Ramos from embarrassment," a jus- 
tice told the REVIEW, referring to the poten- 
tially destabilising protests scheduled to 
take place when the law took effect. As it 
was, demonstrations against the VAT law 
took place in Manila and other cities, pro- 
tests that could spread if the law is eventu- 
ally implemented. "If the government wins 
the Supreme Court case, it could very well 
be a case of jumping from the frying pan 
into the fire," says Fr. Joaquin Bernas, a 
constitutional expert. 

Yet a court order scrapping the law 
would do serious damage to the govern- 
ment's economic reforms. The expanded 
VAT system was to yield an additional P8.5 
billion (US$308 million) annually, equiva- 
lent to 0.5% of GNP. Those revenues are 
seen as crucial to reducing the budget deti- 
cit to 2.5% of GNP this year and 0.5% by 
1996 from 2.7% last year. If the new VAT 
revenues are not forthcoming, the Ramos 
government will have to scrounge for other 
sources of revenue or severely cut spend- 
ing to meet the deficit ceilings promised to 
the IMF. If not, it risks the suspension of IMF 
lending. 

The political fallout of the VAT fiasco 
could be equally severe. Two months ago, 
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Finance Secretary Roberto de Ocampo de- 
scribed passage of the VAT law as a tri- 
umph for the president's "consensual poli- 
tics." But now, much of the support that 
Ramos has gained in the Senate during the 
past two years has gone down the drain. 

Bristling at Ramos’ remark that the 
senators who sponsored the law 
were "the first to turn around" in 
the face of public opposition, Sen- 
ate leaders Edgardo Angara and 
Alberto Romulo snubbed a presi- 
dential invitation to meet to plan a 
government response to the con- 
troversy. "We will not entertain in 
the forthcoming legislative session 
any new tax measures," said An- 
gara, who has been gingerly dis- 
tancing himself from the VAT law. 
Other legislators were angered at 
the pressure tactics of Ramos 
aides, who suggested that without 
the revenues generated by the new 
law, the government would have 
to pare down Congress' discre- 
tionary funds. “Outright bribery,” 
retorted Sen. Raul Roco, who has 
filed a bill to repeal the VAT reform 
law. 

Ramos’ efforts to diminish 
popular opposition to the levy by 
granting exemptions by executive 
order — such as for newspaper circulation 
revenues and school textbook sales — also 
backfired. In addition to sparking charges 
that the president was overstepping his 
authority, it was seen as an acknowledge- 
ment that the law was flawed. Even 
Ramos’ supporters are now finding the VAT 
law difficult to defend: “The program has 
been badly mishandled . . . and is witness- 
ing the steady erosion of its supporters’ 
loyalty,” wrote columnist Rodolfo Romero, 
a Ramos partisan. 

The VAT fiasco is likely to reinvigorate 
opposition parties such as Senate President 
Angara’s Lakas ng Demokratikong Pili- 
pino (LDP) and former Marcos associate 
Eduardo Cojuangco’s Nationalist People's 
Coalition, politicians say. Already, a plan 
for an electoral coalition between the LDP 
and Ramos’ party has been scuttled. “Most 
of the legislators, even those who pushed 
for it in Congress, now feel that they'd just 
risk their reelection bid in 1995 if they sup- 
ported the vAT law,” says political science 
professor Rene Velasco. 

Some of the criticism of the law may be 
unfair, but that doesn't diminish its effect, 
says House majority floor leader Ronaldo 
Zamora. "Even if Ramos' officials get 
hoarse trying to explain to people that it's 
not a new tax and that it replaces some 
taxes," he notes, “people will look at their 
receipts, say for a P1 million car, and find 
that 10%, or P100,000, is for the VAT, and 
curse the government — even if before, the 
seller just didn't itemise the tax in the 
receipt." is 
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RELATIONS 


Golden Opportunity 


Washington sees a chance to redraft its Japan policy 








apan's new prime minister, Tomiichi 
J Murayama, was puzzled: "The So- 

cialist Party changed its English name 
to the Social Democratic Party of Japan 
many years ago," he told reporters soon 
after his surprise assumption of the pre- 
miership. "Why do the Americans still call 
me a socialist?" 

The new prime minister may take some 
solace in the fact that, whatever the media 
might say, Washington's Asia hands have 
reacted with equanimity to Murayama's 
accession. That's largely because they be- 
lieve the "oil-and-water coalition" in Japan 
between the Right and Left will self-de- 
struct, ultimately accelerating the political- 
reform process. Murayama's coalition part- 
ners, the Liberal Democratic Party, "may 
have won the battle," a senior American 
official says, "but they will not win the war. 
When the election comes, the reformists 
will be back." 

In fact, some Washington policymakers 
welcomed Murayama’s elevation, seeing 
the uncertainty in Tokyo as a golden op- 
portunity for the United States to redraft 
its floundering policy towards Japan. That 
means getting away from the bickering 
over trade issues, which these policymak- 
ers believe has eclipsed the political-secu- 
rity aspects of the relationship. Their argu- 
ment has been strengthened by the set- 
backs suffered by hardline U.S. trade nego- 
tiators in recent months, and political-secu- 
rity officials are now beginning to assert 
themselves in inter-agency discussions. 
Another impetus for the drafting of a new 
policy has been the drumbeat of criticism 
characterising the administration's foreign 
policy as unfocused and indecisive. 

"There's no balance in U.S. policy to- 
wards Japan. The economic side is strong 
but the political-security side of the house 
is not doing its job," one State Department 
official says. The U.S. ambassador to To- 
kyo, Walter Mondale, is a "voice in the 
wilderness, stressing the importance of the 
‘overall relationship’,” an American official 
in the Tokyo embassy adds. 

In retrospect, the reasons for that one- 
sided approach aren't difficult to under- 
stand. When Assistant Secretary of State 
Winston Lord took office early last year, he 
put improved U.S.-Japan relations at the 
top of his long agenda. But the Asia hands 
in the State Department's East Asian and 
Pacific affairs bureau, which Lord heads; 
in the Defence Department's regional secu- 
rity affairs office; and in the White House's 
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National Security Council were all focused 
on China until recently. Pressed by the 
China human-rights debacle and other ur- 
gent issues, Lord withdrew himself from a 
key inter-agency group on Japan policy. 
Undersecretary of State Peter Tarnoff 
meanwhile never got around to address- 
ing the Japan issues at all. 

While the political Asia hands were 
raising tension with China over human 
rights, the economic deputies slogged it out 
with Japanese counterparts over bilateral 





"framework" talks. U.S. officials said these 
would for the first time hold Japan to con- 
crete results. In the absence of officials 
pushing political-security concerns, the 
pre-occupations of those economic officials 
came to dominate Japan policy. 

(The group was led by U.S. Trade Rep- 
resentative [UsTR] Mickey Kantor and in- 
cluded officials from the inter-agency 
"deputies group." This comprises sub-cabi- 
net officials from the economic agencies, 
notably the National Economic Council's 
Bowman Cutter, Deputy USTR Charlene 
Barshefsky, and Treasury and Commerce 
undersecretaries Lawrence Summers and 
Jeffrey Garten.) 

"Every time [President Bill] Clinton met 
a Japanese prime minister, the defining 
press briefings were given by the economic 
team," a State Department official says. 

Even Clinton, the administration's prin- 
cipal trade hawk when it comes to Japan, 
expressed concern in early May about the 
state of U.S.-Japan relations. “People are 
worried about our relationship because 
they think we're fighting over trade too 
much. We are basically not only partners, 
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Mondale (/eft), Murayama: seeking balance in U.S. policy. 


but friends," Clinton said. Political Asia 
hands were coming around to the view 
that the North Korean issue required coop- 
eration from Tokyo and Beijing, and even 
the economic Asia hands were realising 
that lack of progress in U.S.-Japan trade 
talks was disrupting financial markets and 
weakening the U.S. dollar. 

By late May, Kantor and the deputies 
had softened their results-oriented ap- 
proach on trade and restarted the frame- 
work negotiations, stalled since February. 
Talks broke down then because the U.S. 
demanded objective criteria to measure 
progress after trade agreements are 
reached. The Japanese resisted, fearing this 
would turn into quotas for U.S. goods in 
the Japanese market. 

U.S. trade deputies are saying they 
backed off because the Japanese beat them 
at public relations; 
Tokyo accused 
Washington of turn- 
ing to managed 
trade, winning inter- 
national opinion to 
its side. But Ameri- 
can officials describe 
the recent shift in the 
U.S. stance as merely 
tactical and superfi- 
cial, though it has 
been  "misrepre- 
sented by the press 
as acknowledgment 
of our failure," as 
one of them puts it. 

But it was not 
just Japanese propa- 
ganda that forced 
the U.S. to retreat. A 
senior State Depart- 
ment official says the American side was 
indeed trying to negotiate managed out- 
comes, egged on by Japan critics who ar- 
gued that the Japanese don't understand 
abstract rules and would welcome results- 
oriented bargains. Even Clinton's chief 
economic adviser, Laura Tyson, has ad- 
mitted that in demanding "objective crite- 
ria," the administration had praised too 
much the U.S.-Japan semiconductor agree- 
ment, which is essentially a quota arrange- 
ment. 

Some advocates of the results-oriented 
approach are annoyed at Kantor and the 
deputies for either not having been serious 
about this approach or for having "discred- 
ited it through a poor implementation," 
says Rand Corp. analyst Mike Mochizuki, 
a Japanese-American trade hawk. "They 
never had a strategy and they don't have 
one now," adds Japan scholar Chalmers 
Johnson. 

Opponents of the results-oriented ap- 
proach are equally unclear what the new 
U.S. trade policy towards Japan will now 
be. They worry that Clinton will retreat too 
far, accepting whatever the Japanese de- 
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cide and calling it 
victory. Paula 
Stern, a Washing- 
ton trade expert 
now working from 
the Democratic 
Party's own Pro- 
gressive Policy In- 
stitute, is among 
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better articulation 
of the new policy. 
Those who 
would like to see a 
more 
U.S. approach to 
Japan — and these 
include some sen- 
ior Japanese diplomats in Washington — 





Kantor modifies his 
approach on trade. 


are encouraged that Joseph Nye, a Har- | 


vard political scientist with considerable 
knowledge of Japan, is moving from the 


hold the post of assistant secretary for re- 
gional-security affairs, a position in which 
he will have more policy input. At the 
National Security Council, meanwhile, the 
new senior director for Asia, Stanley Roth, 
wants to forge closer relations with Japan. 
And at the State Department, the resolu- 
tion of China's trade status will allow ei- 
ther Lord or his Northeast Asia deputy, 
Thomas Hubbard, to devote more time to 
Japan. 

In reinvigorating bilateral contact in the 


political-security field, some Japan hands - 


in Washington stress the need to focus on 
Japan's regional and global role in this 


those who are rais- | 


and demanding | 


balanced | 
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AFGHANISTAN 


Fight for 
Status 


Jalalabad's airport wants 
to go international 





By Ahmed Rashid in Jalalabad 





ready tearing their hair over the civil- 
aviation problems of China and Russia, 


| | nternational civil aviation officials, al- 


| are in for another shock. The city of 


| 


Jalalabad, in eastern Afghanistan, wants its 


| airport to be given international status. 


No matter that dogs and donkeys wan- 
der on to the apron at will and that the city 


| has no electricity or running water. When 
CIA to the Defence Department. He will | 


it comes to their airport, Jalalabad's resi- 
dents have civic pride. A take-off is a ma- 
jor social event, with the locals cheering 
wildly and shooting their guns in the air. 
None of them doubt that the world will 
take their request very seriously. 

“See, we have put in new glass win- 
dows and painted the terminal. Please tell 
everyone outside Afghanistan that we are 


| ready for visitors," says a proud Kalashni- 
kov-toting guard outside the building. 
| Jalalabad's city fathers say foreign airlines 


would be most welcome at their airport. 
The foreign carriers themselves might 
have second thoughts. Situated on the edge 


field. They worry that in the meagre de- | | 


fence dialogue between the two countries, | 


too much emphasis has been placed on 
potentially contentious defence-technology 
transfer and not enough on traditional mili- 
tary-to-military cooperation. 

Technology transfer here means acqui- 


sition by U.S. companies of “dual use" | 


technology owned by Japanese companies, 
in exchange for continued Japanese use of 
U.S. defence technology. Both Defence Sec- 
retary William Perry and his deputy, John 
Deutch, have been in a hurry to achieve 
"defence technology reciprocity." The Ja- 
panese have replied mostly with reasons 
why it can't be done quickly. 

One senior U.S. intelligence official does 
see signs of hope, however. He says that 
bright young Japanese defence officials 
around the age of 45 and below are now 
mapping out Japan's global military role, 
in a sharp break from the traditional no- 
tion of home and sea-lane defence. But the 


officials. “What we really need is people 
on the American side who have the ear of 
the president and the authority to really 
communicate with this group," the intelli- 
gence official says. E] 
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Reminder of war: Hekmatyar's gunship at Jalalabad airport. 


| of town, the airport was once a landing 


strip used by Soviet fighters to strafe the 
mujahideen. It is still surrounded by evi- 
dence of a vicious three-month battle in 


| 1990, when the mujahideen tried to cap- 


ture Jalalabad from President Mohammad 


| Najibullah's forces in order to make it their 





interim capital. That attack petered out, but 


_ with Najibullah's ouster the airport is now 
U.S. Government is not in touch with these | 


in mujahideen hands. But millions of mines 
remain sown around the airport perimeter, 
burnt-out armoured vehicles litter the pot- 


| holed roads and almost every building has 
| been gutted by shells. Even after a bit of 
| refurbishment, the airport remains a night- 
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mare. A thin strip of newly laid bitumen, 
smuggled in from Pakistan, runs down the 
centre of what used to be the runway. The 
Soviet-laid concrete on either side is pitted 
with mortar and rocket craters. 

At 1.8 kilometres, the strip is too short 
for a fully loaded Boeing 727, so when Af- 
ghanistan's national carrier, Ariana, flew 
Afghan pilgrims to Saudi Arabia for the 
Haj, the airline could take off with only 
one third the normal number of passen- 
gers. After these were deposited in New 
Delhi, the aircraft returned to pick up the 
rest. The whole planeload then left New 
Delhi for Jeddah. 

United Nations relief agencies use the 
airport, and so do the mujahideen. Parked 
on one side is a Soviet helicopter gunship 
belonging to Prime Minister Gulbuddin 
Hekmatyar, who is fighting the forces of 
President Burhanuddin Rabbani outside 
Kabul. Ariana, however, parks its Boeings 
overnight in the neighbouring Pakistani 
city of Peshawar for safety. 

"We plan to extend the runway to 3.7 
kilometres, and when Pakistan refused to 
help us we have asked Saudi King Fahd for 
money," said Saaz Noor, deputy governor 
of the Jalalabad Shura, or Islamic council. 
None of the bearded and conservative 
Shura members know much about civil 
aviation rules, and they have asked Ariana's 
pilots to make the necessary applications. 
Ariana has already flown from Jalalabad to 
Dubai, Delhi and Jeddah. Now it wants per- 
mission to fly to Paris and London. 

In a corner of the terminal, four stew- 
ardesses of Ariana put the finishing 
touches to their makeup before flying off 
to New Delhi. They are 
clothed in chadors, the al- 
most all-covering gar- 
ments favoured by their 
country's fundamentalist 
overlords, though the lo- 
gistics of "tea or coffee, 
sir?" may be a little diffi- 
cult in the outfit. 

The fact that there has 
been no fighting in the 
area since 1990 has made 
the Jalalabad Shura opti- 
mistic about its airport 
going international. 
“This is a haven of tranquillity. People have 
tasted the results of peace and unity and 
they know it is better than fighting," says 
Shura chief Noor. Adds a guerilla com- 
mander and Shura member: “Kabul airport 
is unusable. So ours should become the 
national airport for Afghanistan." 

That, precisely, has led to some fears. 
Jalalabad is known to be a major shipping 
point for heroin. "People face economic dif- 
ficulties. Drugs will only be eliminated if 
economic sustenance comes from abroad," 
says the Shura's Noor. An international air- 
port would certainly help move Jalalabad's 
main export. a 
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BURMA 


Plague Without Borders 


Drugs-and-Aids culture spreads across the region 


By Bertil Lintner in Chiang Rai, Thailand 


o the picturesque northern town of 

| Chiang Rai, set amidst the lush 

green hills of the Golden Triangle, 

goes the dubious distinction of having the 

highest rate of HIV infection and Aids in 
Thailand. 

More than 40% of all Aids-related 
deaths in the country occur in Chiang Rai 
and the nearby province of Payao. "People 
are dying at the rate of one a day,” says an 
Aids expert in the north. What makes the 
situation especially frightening is that 
Chiang Rai may be only the tip of the prob- 
lem. “The actual iceberg may be develop- 
ing across the border in Burma and further 
up the Golden Triangle," says a source in 
Chiang Rai. “This will make the Aids epi- 
demic far more difficult to control." 

Burma may be isolated from the rest of 
the world in more ways than one, but 
there's no stopping its drugs-and-Aids cul- 
ture from infecting the surrounding region. 
Vice-Admiral Than Nyunt, Burma's health 
minister, stated in late June that his coun- 
try has 261 full-blown Aids cases and 
200,000 people carrying the HIV virus. But 
a recent report from the United Nations 
International Drug Control Programme 
paints a much more desperate picture of 
the Aids epidemic in Burma. The report 
says that 74.3% of all tested drug users, 9% 
of the prostitutes, 0.5% of blood donors and 
1.4% of pregnant women in Burma were 
HIV-positive. 

The figures are alarmingly high, yet 
most of those tested live in towns and cities, 
where the situation is not as grave as in the 
rural areas of the less-developed north. The 
most shocking statistics come from the 
jade-mining centre of Hpakan in northern 
Kachin State, where 72% of tested drug ad- 
dicts had never heard of Aids — and 91% 
were HIV-positive. Most of them were sexu- 
ally active young men, but only 20% of 
them had heard of condoms. Some 96% of 
209 tested intravenous drug users in the jail 
in Bhamo — another town in Kachin State 
— also turned out to be HIV-positive. 

In the northeastern Shan State town of 
Lashio — often described as "the drug 
capital of northern Burma" — 40% of drug 
users carry the HIV virus. The situation in 
other Shan towns such as Kengtung, 200 
kilometres north of Chiang Rai, is believed 
to be equally serious. In Tachilek, across 
the border from Mae Sai in Chiang Rai 
province, 31-35% of all drug users are HIV- 
positive. Even some towns in central 
Burma have been hard-hit. In Mandalay, 
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the rate of infection among drug addicts 
rose from 58% in 1992 to 84% in 1993. 
Burma's first reported case of HIV infec- 
tion was a 37-year-old patient at Rangoon 
General Hospital who tested positive in 
1988. Since then, the Burmese Aids epi- 
demic has spread at a phenomenal rate, 
and medical experts in northern Thailand 
say it follows a pattern similar to that seen 
in Thailand and southern Yunnan province 
in China. This indicates that the disease has 
spread across the borders in the region. 


_Epicentre of Aids — 


(Yunnan province) 





Bhamo. : Rui L 


NES: e. 
- INDIA 









Lashio e 


 Mandalay è z Kengtung , 


E ro, = 
zt A y 
TE ay ES 
XA 


ence 


© Towns with high HIV incid 


Of the two types of known HIV viruses, 
Type B is common in Europe and North 
America and affects mainly drug addicts 
and gay men. It is rarely transmitted 
through heterosexual intercourse. Type E, 
which affects heterosexuals, is found al- 
most exclusively in Central Africa — and 
in Southeast Asia. “Type B is found among 
drug addicts also in Thailand, and may 
have first been spread in prisons by for- 
eign addicts sharing needless with Thai in- 
mates,” a medical expert told the REVIEW 
in northern Thailand. “But the most com- 
mon HIV virus here is Type E, which is 
spread through the brothels in the north.” 

It is suspected that the Type E virus first 
came to Thailand with African drug couri- 
ers and then spread in prisons in Bangkok 
and Chiang Mai, where many of them 
were incarcerated in the late 1980s. Drug 
addicts as far north as Ruili in Yunnan are 
infected by the Type B virus, while all in- 
fected female sex workers in the same town 
carry the rare Type E virus. A large pro- 
portion of such women in northern Thai- 
land come from Burma's Shan State and 
Yunnan, and they carry the virus with 
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them when they return home. 

Thailand has been widely praised for 
its effective Aids-awareness programme. 
because of the country's relatively well- 
educated population and extensive net- 
work of hospitals and health centres, even 
in remote parts of the country, health 
workers hope that the disease will eventu- 
ally be brought under control in hard-hit 
Chiang Rai. 

Burma, however, presents a situation 
almost as difficult as that faced by Africa. 
Although Burmese doctors and nurses are 
well-qualified, the country suffers from 
poor sanitary conditions, outdated hospi- 
tal equipment and an underdeveloped 
health infrastructure, especially in the more 
vulnerable areas upcountry. 

Medical experts stress that although the 
Aids epidemic in Burma began à few years 
later than in Thailand, Burma does not 
have the means to cope with the mounting 
crisis. The recent United Nations report 
states that the absence of independent non- 
governmental organisations (NGOs) in 
Burma is a major problem, and recom- 
mends that such organisations be estab- 
lished to undertake anti-drug and Aids- 
control activities. 

The only two official "NGOs" are organ- 
ised by the government and are hardly in- 
dependent. These, the Myanmar Medical 
Association (MMA) and the Myanmar Ma- 
ternal and Child Welfare Association, are 
both engaged in limited Aids-related 
projects. World Vision International is un- 
dertaking an Aids project in collaboration 
with the MMA, and the Swiss-based Asso- 
ciation Francois-Xavier Bagnoud has sent 
several fact-finding missions to Burma. 

The problem already has reached re- 
gional proportions. Ruili, across Burma's 
northern border with Yunnan, has the 
highest incidence of Aids and HIV in China. 
A centre for the lucrative cross-border 
trade with Burma, Ruili county has a per- 
manent population of 83,000 and at least 
30,000 temporary residents, most of whom 
have come from Burma to work and do 
business here. The area is home to two 
thirds of the approximately 1,000 people 
the Chinese government has let it be 
known are HIV-positive. But the actual 
number of infected people is believed to be 
much higher. 

The northeastern Indian state of 
Manipur — which also borders Burma — 
has the highest rates of Aids and heroin 
addiction in India. The state, with a popu- 
lation of 1.8 million, has an estimated 
30,000 to 40,000 heroin addicts. More than 
half are believed to be HIV-positive. 

"The iceberg, or whatever you want to 
call it, is there. Burma is the weakest link in 
the chain that stretches from northern Thai- 
land to southern China and northeastern 
India,” an Aids expert says. "Something 
has to be done very quickly. The situation 
is already out of control." * 
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two books on Hong Kong's political future, Excellency, Your Gap 
ls Showing! and Excellency, Your Gap Is Growing! 


The Patten Legacy 


Imost two years after Governor 
A Chris Patten put forward his pro- 

posals for political reform, and 
scarcely two weeks after Hong Kong's Leg- 
islative Council (Legco) finally passed 
them at the end of an all-night session, 
most of the rest of the world still has not 
grasped their significance. Not a small part 
of the problem has been the reporting. In 
columns littered with such phrases as “ex- 
panding democracy,” “developing demo- 
cracy,” and “triumph of democracy,” the 
press has conveyed the impression that the 
long-drawn-out battle between Britain and 
China over the Patten programme was 
about democracy for Hong Kong. 

Democracy for Hong Kong might in- 
deed be a good idea. But it has little to do 
with Patten. Anyone who is prepared to 
devote an hour to compare the Basic Law 
— China’s mini-constitution for post-1997 
Hong Kong — with the Patten package 
will immediately be struck by two obvious 
points. First, that the Basic Law does not 
confer upon the people of post-1997 Hong 
Kong the fundamental democratic right to 
elect their own government for almost 10 
years — and that even then there is only a 
slim chance they will get it. Second, that 
the Patten package neither remedies this 
deficiency nor does much more for the leg- 
islature than giving it the appearance of 
wider public support. 

So why did Patten risk making them so 
hopping mad if his changes were so mod- 
est? And what was it about them that led 
the Chinese to blow their top? 

The answer is that by unilaterally initi- 
ating public debate on a political reform 
package, Patten withdrew a long-standing 
Chinese right of veto over any political pro- 
gramme for Hong Kong. Indeed, until Pat- 
ten's arrival, Beijing had used this veto 
regularly. No less than Sir Percy Cradock 
suggests in his memoirs that this veto was 
the reason Britain decided to delay direct 
elections to Legco from 1988 to 1991 — a 
critical decision that allowed Beijing to put 
in place arrangements ensuring that come 
1997, a strong executive accountable to Bei- 
jing could not have his authority seriously 
challenged by those who might be elected 
to future legislatures. In so doing, Britain 
effectively allowed China to continue to 
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ratchet down the 1984 Joint Declaration. 

This was the cosy arrangement Patten 
overturned. And the reason he did so was 
that, while it might have made China 
happy, it was also making a complete 
mockery of solemn promises by the British 
Parliament and the Thatcher government 
to establish a firmly based democratic ad- 
ministration in Hong Kong in the run-up 
to 1997. Unfortunately, Patten simply could 
not undo all the damage, especially with a 
Basic Law that left him little room for ma- 
noeuvre. In this unhappy situation he 
opted for the next best thing: to try to make 
the legislature transform itself into the best 
the constitution would permit — effec- 
tively, an elected opposition to the all-pow- 
erful civil-service executive. 

Painful though this process has been, it 
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has worked out far better than anyone 
could have expected. However diverse 
their views, it is clear that the majority of 
Hong Kong Legco members are respon- 
ding loyally to the challenges of the last 
three years of the transition. These, of 
course, are to preserve the institutions and 
beef up the laws that have been responsi- 
ble for Hong Kong's past stability and 
prosperity. Even the most pro-China Hong 
Kong millionaire, business tycoon or New 
Territories landowner knows that it is on 
the basis of Hong Kong’s differences from 
China that they have prospered; had the 
People’s Liberation Army not stopped at 
the Sino-British border in 1949, he would 


FAR EASTERN ECONOMIC REVIEW 


now have neither name, wealth nor land. 
The benefits to China (and a world 
yearning to do business with China) from 
a Hong Kong that is part of China’s sover- 
eignty but enjoys political and institutional 
separation are manifold and manifest. Pat- 
ten has by no means guaranteed this sepa- 
ration will be maintained. But it’s impor- 
tant to recognise that Patten came in when 
the game was virtually over, and that with- 
out his insistence today it would not be 
possible tomorrow. This has brought him 
into conflict with many Hong Kong busi- 
ness leaders, whose short-sightedness re- 
mains a problem. Patten fails to match their 
preferred gubernatorial stereotype of the 
culturally genuflectional, ever deferential 
“old friend” of China. Yet the common 
people of Hong Kong, it must be said, seem 
to prefer Patten’s gladiatorial style in stand- 
ing up to such bullies as the head of the 
New China News Agency, Zhou Nan. 
N Hong Kong means to wish bad 
things for China. In its June 23 edi- 
torial, this magazine cited Sun Yat Sen's 
admiring words on Hong Kong which 
were delivered in a speech to University of 
Hong Kong students on February 20, 1923, 
in Loke Yew Hall. Surely Sun qualifies as 
an old friend of China and the Chinese 
people. Almost 70 years later, at the very 
same venue, another old friend of China, 
Senior Minister Lee Kuan Yew of Singa- 
pore, argued that the preservation of Hong 
Kong's inherited system of law was in the 
best interests not only of Hong Kong but 
of China's own modernisation. 
Unfortunately, virtually all members of 
the press who were there for that occasion 
were interested solely in Lee's comments 
on Patten's coming scraps with Beijing over 
his constitutional package, which were 
duly noted and sensationalised to the near 
exclusion of all else. And so the rest of the 
world might be forgiven if it never under- 
stood what was at stake in Patten's effort 
to claw back the precious ground his pre- 
decessors had given to China and leave 
Hong Kong with a local institution that had 
a fighting chance to preserve the territory's 
autonomy come 1997. But China under- 
stood all too well. A 


or does this mean that to be pro- 
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Deliberate Timing 


U.S. Congress frowns on Burma's Asean debut 





By Irene Wu in Washington 


woman will haunt the Asean for- 
A eign ministers' meeting in Bangkok. 

She won't be there in person; it's 
her absence that will be hard to ignore. 

Burma's Aung San Suu Kyi, the world's 
best-known political prisoner, begins her 
sixth year under house arrest on July 19. 
The next day, the Asean meeting opens 
with a representative of the Burmese 
military junta in attendance for the first 
time. 

Burma's neighbours may play down 
the anniversary of Suu Kyi's arrest in the 
interest of "constructive engagement" with 
the resource-rich Southeast Asian state. But 
in Washington, the United States Congress 
is determined to do just the opposite. With 
deliberate timing, the Senate and House of 
Representatives have introduced resolu- 
tions condemning human-rights violations 
by the Burmese regime and urging the un- 
conditional release of the Nobel Peace Prize 
winner and other political prisoners. 

The resolutions highlight the widening 
gap between the U.S. and Asia on how to 
deal with Burma, where the State Law and 
Order Restoration Council (Slorc) clings to 
power despite the 1990 election victory of 
Suu Kyi's National League for Democracy. 

“We disagree with almost all Asians 
about the proper tactics for promoting re- 
form in Burma,” Assistant Secretary of 
State Winston Lord said in a paper outlin- 
ing U.S. policy towards Asia. The gap is 
not only political: Asean countries and Ja- 
pan are building economic links with 
Burma alongside their tentative political 
contacts, leading some U.S. business peo- 
ple to voice fears of being shut out of a 
promising market. 

Technically, Burma is neither a partici- 
pant nor an observer at the Asean foreign 
ministers’ meeting. Rather, Thailand is ex- 
ercising its privilege as host country to in- 
vite Burma as a guest to the opening and 
closing ceremonies. But support for engag- 
ing Burma extends beyond the six-mem- 
ber Asean. 

“Japan welcomes that Myanmar 
[Burma] was invited as an observer,” says 
Yamada Akira, first secretary of the Japan- 
ese Embassy in Washington. “We think the 
Myanmar Government should be more 
open to the international community, and 
we hope through dialogue with its neigh- 
bours in Asia it will become more open to 
the outside world and understand more 
the reality of international society.” A U.S. 
official responds: “It’s obviously up to 
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Asean whom they want to invite to their 
own meeting, but if the U.S. were asked its 
perspective, we think it's premature to 
invite Burma absent a significant im- 
provement in human rights on the part of 
Slorc." 

The U.S. Congress wants to see the ad- 
ministration of President Bill Clinton stick 
to its tough policy towards Burma, even if 
frustration is mounting over the lack of re- 
sults. Questioned on June 29 by a House 
foreign affairs subcommittee, Deputy As- 
sistant Secretary of State Tom Hubbard 
said the administration considers progress 
on human rights in Burma its first policy 
priority, ahead of the issue of narcotics 
trafficking. It's "unlikely that the heroin 
trade can be curtailed without fundamen- 
tal political change in Burma," he ex- 
plained. Potential U.S. economic interests 
in Burma would appear to come in a dis- 
tant third. 

Congress' frustration with Slorc is all 
the greater because of hopes raised last 
February when one of its own, Rep. Bill 
Richardson, travelled to Rangoon to meet 
Suu Kyi and junta strongman Khin Nyunt 
in an effort to encourage a dialogue be- 
tween them. Khin Nyunt's failure to fol- 
low through after Suu Kyi responded posi- 
tively to the suggestion of a dialogue con- 
siderably chilled congressional sentiment 
towards Slorc. 

Undeterred, Richardson announced 
plans to return to Burma in August to con- 
tinue his efforts to spark a Suu Kyi-Khin 
Nyunt dialogue. Though other observers 
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T-shirt reminder: U.S. remembers Suu Kyi, too. 


are less optimistic, Richardson believes that 
Khin Nyunt genuinely wants change, 
calling him "a ray of hope in the Slorc." 
How to spur that change is a matter of 
debate. Rep. Matthew Martinez supports 
"encouraging dialogue," while Richardson 
considers that "Asean constructive en- 
gagement is regrettably doing noth- 
ing." 

Despite its emphasis on human 
rights, the administration is not push- 
ing for trade sanctions against Burma. 
According to Hubbard, a unilateral 
ban would be ineffective since Burma 
conducts the bulk of its trade with its 
neighbours. And though the United 
Nations General Assembly has passed 
three resolutions against Slorc in as 
many years, no multilateral consensus 
for trade restrictions has emerged. “Ja- 
pan and Asean oppose trade and in- 
vestment embargoes and the Euro- 
pean countries have no enthusiasm for 
them either," Hubbard says. 

However, human-rights activists 
believe that international reservations 
about trade sanctions could be over- 
come if the U.S. were willing to take 
the lead. European countries and Ja- 
pan “have made the same kind of 
statements for restoration of human 
rights in Burma,” says Mike Jen- 
drzejczyk, Washington director of Human 
Rights Watch/ Asia. “If the U.S., as an ex- 
plicit part of its Burma policy, were to put 
a lid on oil-related investments and these 
countries did not follow suit, they would 
appear to say one thing while doing some- 
thing different." 

Miriam Segal, a New York fashion de- 
signer who chairs Peregrine Capital 
Myanmar, argues that American firms 
would be the losers if trade sanctions were 
imposed on Burma. Segal, the lone voice in 
defence of Slorc at the June 29 congres- 
sional hearing, says Peregrine has invested 
in fisheries off the coast of Burma and sees 
opportunities in the country's other natu- 
ral resources. 

Segal portrayed Burma as a place where 
Americans were “missing out" because of 
the absence of ambassadorial-level repre- 
sentation in Rangoon. She cited the recent 
visit to Rangoon by a delegation from the 
Keidanren, Japan's powerful employers' 
federation. Diplomat Yamada stressed that 
during the visit, the Japanese executives 
had emphasised that human rights were 
"very important for future business in 
Burma." Japanese private investment tends 
to follow official Overseas Development 
Assistance, which does not appear likely to 
be resumed for Burma in the near future. 
As a result, most observers do not expect a 
wave of investment to follow the Keidan- 
ren visit. However, the visit was another 
sign that powerful interests within Japan 
favour a policy of constructive engagement 
towards Burma. LI 
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TRAVELLERS' TALES 





| SHOT THE SHERIFF: The Red Lip 
Nightclub, in Nanjing, China, is a night- 
spot with a difference. You can drink. You 
can dance. You can sing. And you can 
shoot large weapons. 

Pistols, rifles and Tommy guns are pro- 
vided for tired executives to use to get rid 
of the frustrations of daily life. And for peo- 
ple with major neuroses to get out of their 
systems, working machine guns are at 
hand. Painted targets are provided, in a bid 
to keep the number of dead waiting staff 
to manageable levels. 

Disco lights and smoke machines have 
been imported to give additional atmos- 
phere to the Red Lip, and cooks have been 
hired from Hong Kong to prepare high- 
class Cantonese cuisine. 

^You can display your golden fancies 
to your heart's content," says the brochure. 
“With armed guns, you will feel you are at 
the battle fields heavy with smoke of gun- 
powder." 

Also in the complex: nine karaoke sta- 
tions at which amateur singers can croon 
their little hearts out before someone uses 
the machine guns to blow their little brains 
out. In such instances, I expect "gross 
provocation" would be an acceptable de- 
fence. 





ALL-INCLUSIVE: An ad in the 
Sunday Observer of Sri Lanka on 
June 26 said: 

“Wellewatta house . . . for quick 
sale with occupants, 12 lakhs.” 

It doesn’t say how many peo- 
ple you get for your 12 lakhs 
(about US$24,000). Still, it beats the 
dog-chewed curtains I got gratis 
last time I bought a flat. 
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Have a tale to tell? Call (852) 508 4382, fax 
(852) 503 1530 or write to GPO Box 160, 
Hong Kong. 





women dress as men, even in comedies. 
“Cross-dressing is a form of deviant be- 
haviour,” a spokesman explained to the 
Straits Times. 

I fully agree. If suggestible Singapo- 
reans watch perversions such as the story 
of Cinderella and her ugly stepsisters, or 
Dustin Hoffman's Tootsie, they may run 
amok in a state of sexual confusion, and 
we can't have that. A partial exemption has 
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Please Keep Your Volubles and Cash At Cashier 





SOUNDS A GOOD IDEA: Guests staying at the Xishuang 
Banna Hotel in Jinhong, Yunnan province, China, are given 
the card shown above, urging them to give their volubles to 
the cashier. | would love to have handed my volubles over, 
but one was buying herself a dress and the other needed a 


nappy-change. 


WESTIN SIDE STORY: This 
magazine's Tokyo bureau got a 
public-relations letter from J-ONE 
Inc. of Japan. 

"Westin Hotel is world un- 
known hotel," it said. 

Six hours later, another version 
of the same letter arrived: 

“Westin Hotel is world famous 
hotel," it said. 

Boy, those public-relations 
types achieved their goal really 
fast. 





WHAT A DRAG: A recent ruling 
by the Singapore Broadcasting 
Corp. says that men may not wear 
women’s clothes on screen, nor 
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SLOW BOAT TO MALAYSIA: International courier companies 
are always seen on TV ads with whizzing vans and high- 
speed jets. Can’t see this DHL Worldwide Express wooden 
canal boat zooming into the clouds. It was spotted in 
Malacca, Malaysia, by Jessika Steckenborn of Taipei. 


FAR EASTERN ECONOMIC REVIEW 


been granted to Liang Po Po, a television 
grandmother played by a man, I hear from 
reader Jonas Kuliang of Singapore. Liang 
Po Po traditionally poked fun at human 
foibles, speaking in a colloquial mixture of 
Singlish, Hokkien and Mandarin. The ac- 
tor who plays her has been instructed to 
speak pure, grammatical Mandarin and 
promote family values instead. 

Boy, I can just see those ratings zoom- 


ing up. 


GOVERNMENT 
OF INDIA 


NAME IN FULL (please print) 
Mr /Mrs/Miss (surname) 


FATHER'S HUSBAND'S NAME 
surname) 


ADDRESS OF COUNTRY OF DOMICILE 





MAN TO MAN: A reader had trouble fill- 

ing in this Government of India form, be- 

cause his father was not married to any 

men at all. Come to think of it, neither was 
mine. 





FOONGTIONAL: A recent full- 
page obituary in a Malaysian 
newspaper caught the eye of Dr. 
James Kong of the Hospital Au- 
thority, Hong Kong. The obituary 
listed the family left by Foong 
Seong, who died aged 101 in June. 
Foong had 10 children. The 10 chil- 
dren between them produced 25 
grandchildren for him, or 2.5 chil- 
dren each. The 25 grandchildren 
produced, so far, three great 
grandchildren for him, or 0.12 of a 
child each. "It is interesting to 
speculate on the decline of the hu- 
man productivity rate today," said 
Dr. Kong. 

If productivity had not faltered, 
there would be 1,000 little Foongs 
wanting presents every Christmas. 
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AIR LINES: The recent environ- 
mental conferences in South Korea 
and Hong Kong reminded me of 
this Jonathan Raban quote: “In an 
underdeveloped country don’t 
drink the water, in a developed 
country, don't breathe the air." m 
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NEED A 
WORLDWIDE 
DELIVERY SYSTEM 
THAT KEEPS PACE 
WITH THE WORLD 
OF FASHION, 
YOULL LIKE 
OUR STYLE. 
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n the world of fashion, what is in a designers mind one moment 
has to be in the stores the next. And then, what matters most 
is the design of your international delivery system. 

UPS has invested more than any other delivery company 
to make sure our services are carefully tailored to your needs. 
If you compare our global network with the competitions, 
we think you will see some important differences. 

Differences that are making UPS brown 
an increasingly fashionable choice. 
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As sure as taking it there yourself. 
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Morrison's route in 1894 
















Yangtze River 





Wye hale EE | 
Yichang 






Chongging 


Kunming 


( 
l x 
} U E 
ae J Y 
25) [ me WV 


p—— 
P ips. b - 


Two adventurers, a century apart, discover China preparing itself for tumultuous changes. 


CHINESE 
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Australian retraces doctor's 1894 journey from China to Burma 











t is late 1993. The boat slips gently from 
| the terminal and out into the Huangpu 

River. My fellow passengers are already 
engrossed in cards, mahjong and instant 
noodles. A light drizzle is falling as we 
glide by the imposing granite edifices of 
Shanghai's famous Bund, once the spear- 
head of Western penetration in a semi- 
colonised China. From the clock tower of 
the greatest edifice of them all, the Cus- 
toms House, the British-cast bells toll 6:45. 
It is said that these bells were reconfigured 
to play The East Is Red during the reign of 
Mao Zedong. Now, once again, they play 
the Westminster chimes. In Shanghai, it 
seems, the wheel has turned almost full 
circle. 

On February 11, 1894, George Ernest 
Morrison left Shanghai on a Yangtze river 
steamer of the Jardine Matheson company. 
He was alone, unable to speak Chinese, 
and penniless except for £40 his mother 
had telegraphed to him the previous week 
from his home in Geelong, Australia. He 
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was 32 years old, a doctor who had spent 
most of his life in the grip of an overpow- 
ering wanderlust. 

Four months later he was in Rangoon, 
having sailed halfway across China and 
walked the rest. He had faced destruction 
in the racing waters of the Yangtze gorges 
and hiked 2,500 kilometres across punish- 
ing mountain ranges from the city of 
Chungking (now more commonly known 
as Chongqing) in the heart of central China, 
to the Burmese border. Finally, he had tra- 
versed Burma much like any pukka sahib of 
the day — by riverboat and rail. He had 
crossed China dressed in the flowing robes 
of a Chinese, even to the point of wearing 
a false queue, or pigtail. 

Sailing to England via Australia, Mor- 
rison later wrote an account of his journey 
called An Australian in China. The manager 
of the Times of London liked the book and 
offered the young doctor a job. 

As the Times correspondent in Peking 
(now Beijing) for the next 15 years, Mor- 
rison wielded unparalleled influence over 
Western policy in the Far East. He partici- 
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pated in the siege of Peking's foreign lega- 
tions, and helped to provoke the Russo- 
Japanese War. He also became the ultimate 
apologist for the sorry tragedy of the colo- 
nial carve-up of China, a man not averse to 
cooking the facts to suit his cause or con- 
venience. A firm supporter of the Machia- 
vellian dictator Yuan Shih-kai, Morrison 
ended his days as political adviser to the 
infant Chinese Republic. He never did 
learn Chinese. 

Late in 1992, I picked Morrison's book 
off the shelf of a library and started to read 
it. Parts of it were certainly devoted to 
grinding the imperial axe; but basically it 
was a travelogue, readable and credible. 
Morrison had been one of the last foreign 
witnesses to imperial China, a millenni- 
ums-old social system that was about to be 
swept from the face of the earth by a cen- 
tury of invasion, revolution and civil war. 
And he had described it with precision and 
insight. 

Before I finished reading, I had made 
up my mind: I would retrace Morrison's 
journey from Shanghai to Rangoon for its 
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100th anniversary. By so doing, I hoped to 
find how much of Morrison's China had 
disappeared — and how much of it had 
survived. I also thought it would make 
great travelling. 

A year later and I was in Shanghai. 
Shanghai, centre of the opium traffic on 
which the old China trade was built; the 
city where East and West met, or at least 
had a passionate, anarchic, century-long, 
love-hate fling together. In Shanghai, Chi- 
nese capitalism was born, and died, and 
today breathes again. In Shanghai, Chinese 
communism was also born, although a res- 
urrection in this case looks less than likely. 

Shanghai in its heyday was a city of 
millionaires, beggars and gangsters, of dire 
slums and glittering emporiums, of muddy 
tracks and palatial mansions, of hovels, 
brothels and dark satanic mills. In 1993, I 
found some of Shanghai's old character 
bubbling to the surface once again. It’s 
there in Nanjing Road, the main shopping 
thoroughfare, where neon crowds the ho- 
rizon and Giordano, Minolta and Kentucky 
Fried Chicken have replaced the silk, fur 
and jade stores of Morrison's day. And it's 
there in the booming nightclub scene 
where karaoke has taken the place of sing- 
song girls, but where a handful of dollars 
will once again procure the services of the 
world's oldest profession. 

Neglected for decades by the govern- 
ment, which thought it would bring the 
city to heel once and for all, much of the 
distinctive Western architecture of the old 
Shanghai endures — but only just. Many 
buildings are now disappearing to make 
way for office space and shopping centres. 
By a bitter irony this unique relic, a city 
that has survived war, revolution and ur- 
ban decay, is being destroyed by the re- 
turn of the very capitalism that built it. 

Leaving Shanghai, Morrison sailed 
more than 2,000 kilometres up the Yang- 
tze. In Wuhan he visited the Hanyang iron- 
works — an early sign of the industrialisa- 
tion that would make this great metropolis 
the birthplace of the 1911 Revolution, and 
the site of a nascent communist uprising 
which in 1927 would be the first to force 
the British to give up the privileged en- 
clave they had extracted through 
gunboat diplomacy. Modern-day 
Wuhan is one of the most impor- 
tant industrial centres in China. 

At Yichang (see map), Morrison 
had to transfer to a small boat to 
negotiate the next section of the 
river. Here, the Yangtze, the 
world's third-longest river, has 
forced a narrow passage through 
towering limestone mountains 
over a distance of 240 kilometres. 
Here, the sheer weight of water 
drives the river at speeds of up to 
30 kilometres an hour. Here, the 
water level can vary by up to 20 
metres between low and high sea- 
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sons, and when the rains come in summer, 
can rise six metres in 24 hours. 

Here, too, Premier Li Peng wants to 
build the Three Gorges Dam, one of the 
most ambitious engineering projects in his- 
tory, a scheme that will fundamentally al- 
ter the profile of one of the most volatile 
waterways in the world, a waterway on 
which 400 million people — 8% of the hu- 
man race — depend. Like emperors since 
the time of the legendary Yu in 2300 BC, 
Beijing wants to demonstrate its power and 
benevolence by the construction of giant 
water-control projects. 

Sitting in his 10-metre sailboat, Mor- 
rison watched with wonder the skill and 
sheer nerve of the Yangtze river boatmen 
as they negotiated this treacherous pas- 
sage, where a single miscalculation could 
mean destruction in the sharp rocks and 
swirling waters. For much of the way, the 
boat had to be hauled upriver by main 
force by teams of trackers on the shore. 
Many trackers lost their lives slipping from 
narrow towpaths while pulling junks 
weighing up to 100 tonnes in this ancient, 





Dancing on Shanghai's Bund; (below) old 
and new in Kunming. 
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dangerous and wretched occupation. 

To give an idea of the stagnation that 
had taken place in Chinese life over the 
preceding centuries, this mode of transport 
— along the most important artery in 
China — had been in use since at least the 
Song Dynasty (960-1279). In 1900, the first 
commercial steamer service opened in the 
Three Gorges, and in the 1950s the govern- 
ment undertook long-overdue dredging 
work, blasting rapids and improving sig- 
nalling so that the gorges are today readily 
navigated by regular passenger-boat serv- 
ices. They are still, for the time being, as 
spectacular as ever. 

At Chongqing, Morrison began his 
overland trek, following ancient trading 
routes that varied from metre-wide flagged 
footpaths clogged with coolies to dusty 
tracks over empty, pine-clad hills. There 
were no roads. Pushing his porters at a re- 
lentless pace of up to 80 kilometres a day, 
Morrison travelled as a local, sleeping in 
tumbledown temples and flea-infested 
wayside inns. In the larger towns, he 
stayed with the American or European 
missionaries who had by then penetrated 
to nearly every corner of China, filling his 
notebooks with intelligence about the route 
ahead and filling his belly with roast beef. 

Many of the footpaths have either dis- 
appeared or been replaced by highways, 
along which roars an endless procession of 
the anonymous green or blue Dongfeng 
trucks China turns out by the million. 
Sometimes I hitchhiked on these, or in 
jeeps, or cars, or tractors, or any other form 
of transport available; and sometimes I just 
caught the bus. My aim, like Morrison’s, 
was to travel in the manner of an ordinary 
Chinese. 

Only in one place did I find the remains 
of the actual flagged footpath Morrison 
and his porters walked along. It was by the 
Mekong River, which goes on to water In- 
dochina, but which here is a rushing tor- 
rent fresh from its source in Tibet, hemmed 
in by a dark and deserted gorge. The main 
highway is now the Burma Road, built in 
the 1930s some 20 kilometres to the north, 
but until then Morrison’s footpath had 
been the main route since it was pioneered 
during the period of the Western 
Han, 2,000 years ago. Over the 
years, kings and queens would 
have passed this way; generals, 
mandarins, monks, scholars, fugi- 
tives and bandits. Perhaps even 
Marco Polo himself, with Kublai 
Khan’s army on its way to invade 
Burma. 

On either side of the river are 
the remains of the magnificent 
Jihong chain bridge, built in 1475 
and tragically destroyed by a flood 
in the mid-1980s. I sat by the stone 
abutment, the great broken chains 
spilling in a tangled mass down 
the riverbank, and read Morrison's 
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description of the spot. Suddenly I felt I 
was hard on his heels. Here we both were, 
wandering sons of one of the world’s 
youngest nations, alone in a strange and 
ancient land. One hundred years is half the 
history of white Australia; but what is it to 
a country with a history of three millenni- 
ums? That night I slept in a mud-brick vil- 
lage with no running water, virtually no 
electricity, and nothing to eat but greasy 
cabbage and gritty rice. Older still than 
Chinese civilisation is the life of the Chi- 
nese peasant. 

In the walled town of Dali, a gorgeous 
haven sandwiched between a snow-dusted 
4,000-metre peak and a 
vast turquoise lake, | 
saw another startling 
reminder of Morrison’s 
China. In an old stone 
teahouse as I enjoyed a 
balmy Yunnan winter's 
afternoon, | watched a 
young man pull a piece 
of foil from his pocket, 
sprinkle it with a white 
powder, and hold a 
lighter beneath it as he 
inhaled the smoke. He 
was using heroin, the 
modern-day equivalent 
of a phenomenon Mor- 
rison witnessed every 
day on his way across 
China: opium addic- 
tion. In the same tea- 
house, I saw dozens 
like him. 

In Morrison's day 
the drug was grown lo- 
cally. The communists 
put an end to that, but 
since the mid-1980s a 
growing flood of the 
stuff has come in from 
the Golden Triangle re- 
gion of Burma, just 
across the border. 
Through a friend who 
could speak Chinese, I 
asked one of the youths 
how long he had been 
using drugs. 

"Seven or eight 
years,” he said. "I ex- 
pect to live maybe till 
I’m 35. I don't care.” He and his friend 
were both unemployed. The official China 
Daily newspaper admits that there are 
250,000 registered addicts in China, which 
means there are probably in fact several 
times this number. Maybe that's not as bad 
as in Morrison's day, but the authorities 
clearly have a problem on their hands. 

Morrison's China was a place of appall- 
ing misery — of slavery, infanticide, fam- 
ine and corruption. As he walked through 
Yunnan, he saw entire towns deserted and 
crumbling, evidence of a recent 20-year 
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Muslim rebellion that had finally been put 
down with unimaginable bloodshed. These 
were the kinds of deprivations and dislo- 
cations that would topple the doddering 
Manchu Dynasty just 18 years later, put- 
ting an end to 2,000 years of imperial rule. 

Maybe the problems of 1994 aren't as 
severe as that, but another system is clearly 
in its death throes: the command economy. 
In the process, pressures such as inflation, 
unemployment and a growing gap be- 
tween rich and poor are inexorably build- 
ing up. When the masses rose in protest in 
1989, they were massacred. But like the eu- 
nuchs and boy emperors of the late Qing 





Dynasty, the leaders ig- 
nore these rumblings at 
their peril. 

The only section of 
the route I was unable 
to retrace was about 50 
kilometres from the 
Burmese border to the 
town of Bhamo on the 
opposite side. This is 
the land of the Kachin 
hilltribe, who, Morrison 
wrote, “even in Burma 
are slow to recognise 
the beneficent influ- 
ences of British frontier 
administration.” Well, 
they’re slow to recognise the beneficent in- 
fluences of the Burmese military junta, too. 
Proud and fierce fighters, the Kachins be- 
gan a secessionist insurgency in 1962, and 
still enjoy effective autonomy in the im- 
penetrable jungles along the border. 

As the poet Du Fu wrote in the eighth 
century: 

The state is shattered; 

Mountains and rivers remain. 

Empires come and go, but time and 
again geography dictates political reality. 

Prohibited from walking the 50 kilome- 
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The Irrawaddy between Bhamo and 
Mandalay; (/eft) Kachin women in Bhamo. 


tres into Bhamo, I had to backtrack 700- 
odd kilometres to Kunming; fly to Bang- 
kok; fly to Rangoon; catch a train to Man- 
dalay; and fly some more in a creaking, 
ancient Myanmar Airways Fokker to 
Bhamo, a detour of several thousand kilo- 
metres. 

I found Bhamo much as Morrison had 
left it, a sleepy border town by the lan- 
guid waters of the Irrawaddy River. Few 
foreigners have been allowed to visit this 
part of Burma since the 1960s, and the fact 
that I was granted permission is a sign 
that the government's decades-old strug- 
gle with a mosaic of insurgent groups is 
drawing to a close. I 
visited the Baptist mis- 
sion, which in Morri- 
son's day was run by a 
fire-breathing veteran 
of the American Civil 
War. The bungalow he 
built still stands, its 
teak pillars bearing the 
marks where Japanese 
bullets slapped into it 
during World War II. 
As I looked at it, I felt 
once again as if time 
had stood still. 

From Bhamo I sailed 
to Mandalay down the 
Irrawaddy, since time 
immemorial a major 
artery of trade until the 
Kachins cut the road 
from  Bhamo into 
China. For three days I 
sat and watched as 
crumbling pagodas, jade-rich, jungle-clad 
hills and great flotillas of teak logs drifted 
by 
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But if the road to Mandalay was bliss, 
the city immortalised by Kipling's poem 
has none of the romance that its name 
suggests. Dust, concrete, cranes, satellite 
dishes and karaoke: I could have been back 
in Wuhan, or any other raw Chinese boom- 
town. “Mandalay is largely Chinese,” 
wrote Morrison, and he wasn't far wrong. 
But now there's a new generation: former 
opium warlords, smugglers and legitimate 
business people whom the generals in Ran- 
goon have allowed to set up shop since 
their own economic illiteracy led the coun- 
try to the brink of collapse in 1988. In 1894, 
Burma was one of the healthiest economies 
in Asia. China, on the other hand, was a 
shambling colossus on the edge of chaos. 
The ironies of history. 

Amid the crumbling colonial architec- 
ture of Rangoon, Morrison and I parted 
company. Just as in 1894, it seems, another 
century of tumultuous change is set to be- 
gin as China reinvents itself yet again. Plus 
ça change ... LI 


Angus McDonald is a photojournalist who is 
writing a book on George Morrison. 
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For White Collar Warriors 


The Art of War by Sun Tzu. 
Translated by Ralph D. Sawyer. 
Westview Press, 5500 Central Ave., 
Boulder, CO. US$9.95. 


After Saddam Hussein in- 
vaded Kuwait, the United States 
and its allies arrayed the mighti- 
est armed force ever seen in the 
Middle East for a frontal assault, 
then swept past the Iraqi de- 
fences with a lightning flank at- 
tack. "This is simply pure Sun 
Tzu," said a U.S. Marine Corps 
brigadier. 

U.S. Marines aren't the only 
ones who swear by Sun Tzu's The Art of 
War, a Chinese classic that has long influ- 
enced Asian military thought. The 2,500- 
year-old treatise has found a new life as a 
bible for businessmen, who claim it helps 
them do battle in the marketplace. 

The book's enduring popularity says 
less about the similarities between 6th-cen- 
tury-BC warfare and 20th-century business 
than about Sun Tzu's aphorisms. Like good 
business strategy, the work is mainly com- 
mon sense — though cloaked in enough 
enigma to make its lessons applicable to a 
wide range of situations. 

Written for military commanders and 
their feudal overlords, The Art of War 
teaches how to win with a minimum of 
fighting — by knowing the enemy, deceiv- 
ing him and exploiting his weaknesses. For 
Sun Tzu, victory also depends on knowing 
yourself, your objectives and the terrain — 
and avoiding fights you may not win. 

That advice is sound — if somewhat 
obvious — for any campaign, whether 
military or marketing. But it has an allure 
that no management handbook can match: 
with a copy of Sun Tzu and a little imagi- 
nation, a salaryman becomes a corporate 
warrior in pinstripe armour, his cellular 
phone his sword. 

The Art of War nonetheless possesses an 
enduring beauty, both in its language and 
in its simplicity. In a few pages, it lays out 
the basic principles for planning and ex- 
ecuting a military campaign, examines the 
qualities of good leadership, and sets crite- 
ria for judging whether the political ends 
justify the military means. 

Ralph Sawyer, who studied classical 
Chinese at Harvard and has been a busi- 
nessman in Asia, has produced an edition 
of The Art of War intended for the general 
reader, but that carries the weight of solid 
scholarship. In a lengthy introduction, 
Sawyer gives the historical context of the 
work and introduces the debate over whe- 
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ther Sun Tzu existed as a historical figure. 
Would the author of The Art of War, 
written in an era of chariot warfare and 
bronze-tipped spears, be surprised to see it 
used as a business handbook? As with al- 
most any question, an oblique answer can 
be found in the text. "Those who speak 
about warfare are numerous," Sun Tzu 

said. "Those who bear armour are few." 
m Andrew Sherry 


Andrew Sherry is an assistant editor at the 
Review, based in Hong Kong. 





Art of Love 


The Complete Kama Sutra translated by 
Alain Danilou. 
Inner Traditions, 1 Park St., Rochester VT. US$29.50. 


Two thousand years after it was writ- 
ten, the great Indian erotic masterpiece, the 
Kama Sutra, has finally had its fig-leaf re- 
moved for the benefit of the English-speak- 
ing world by translator Alain Danilou. 
Widely hailed in the West, Danilou's ren- 
dition of Vatsayana's classic textbook on 
sexuality is an explicit improvement on the 
1883 English translation by explorer and 
orientalist Richard Francis Burton. 

In deference to contemporary sensibili- 
ties, Burton's version cloaked itself in de- 
liberate obscurity and euphemism and 
omitted several key passages and themes, 
particularly those concerning homosexual- 
ity. Despite such precautions — or perhaps 
because of them — the Kama Sutra gained 
undeserved notoriety as an "obscene" 
book; it was not till 1963 that it became 
commonly available in Britain. 

The translation by Danilou — a San- 
skrit scholar, musician, dancer, cross-cul- 
tural interpreter and self-professed homo- 
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sexual who lived in India for 20 years and 
died of cancer, aged 87, shortly after his 
book was released — takes the Kama Sutra 
out of the closet and reveals it for what it 
was meant to be: "a kind of Kinsey report 
of its times." It combines earthy candour 
with clinical objectivity and 
tempers sensuality with prag- 
matic wisdom: the séction on 
courtesans, for instance, in- 
cludes a chapter on "ways of 
making money." 

Vatsayana composed his 
versified treatise (sutra) on the 
basis of an older Kama Shashtra, 
an anonymous text on the art of 
love and the gratification of the 
senses. The versified form 
helped students to memorise 
the text, the study of which 
formed part of the initiation to 
adulthood. Though his inspira- 
tion was borrowed, Vatsayana 
claimed to have personally verified the ef- 
ficacy of the practices and precepts he de- 
tails. Many of these are eye-openers, quite 
literally: a preparation to make the eyes 
more sparkling and attractive uses the 
crushed bones of a falcon, a vulture and a 
peacock. 

Among the dos and don'ts of dalliance, 
Vatsayana lists 13 kinds of women to be 
avoided, including "lepers, mad women, 
those incapable of keeping a secret, those 
whose skin is too white or too black, those 
who smell bad." Other men's wives, how- 
ever, are fair targets for seduction. 

What saves Vatsayana, and the Kama 
Sutra, from lubricity is the book's una- 
bashed exuberance of expression. As 
Hindu erotic sculptures suggest, the many 
forms of sexual congress were symbols of 
the manifold paths leading to the soul's 
union with the godhead. This joyfulness 
comes through in Danilou's translation, 
which is shorn of the priggishness that 
marred Burton's exegesis, in which "les- 
bian" becomes "corrupt woman." 

However, Danilou — and by implica- 
tion Vatsayana — might not find ready ac- 
ceptance in India today, where the una- 
bridged Kama Sutra has yet to be launched. 
In an interview, Danilou recounted how 
Jawaharlal Nehru was “shocked when I 
published photos of sculptures depicting 
homosexual acts dating from the 11th cen- 
tury. He claimed such vices were due to 
Western influence in India.” 

Today, little has changed in India. Be- 
neath the veneer of elitist sexual liberation, 
Victorian repressiveness still exercises its 
stifling grip. In the circumstances, Vat- 
sayana's recipe for rejuvenating the libido 
comes across as a wistful clutching at 
straws: “With the left hand, catch a leaf 
brought by the wind...” m Jug Suraiya 
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Jug Suraiya is a senior editor at the Times of 
India in Delhi. 
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Legco: useful only because there's disagreement. 
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Patten's Reforms Prevail 





But despite ‘historic’ vote, Hong Kong is still run like a colony 


Hong Kong Legislative Council (Legco) to 

discuss Governor Chris Patten’s political re- 
form proposals has been described as “historic.” 
Certainly in terms of time and endurance the word 
applies. But in terms of substance, the reforms can 
hardly be considered a new beginning. Even with 
the Patten programme passed, Hong Kong will con- 
tinue to be run as a colony by a British governor 
and his hand-picked officials. And while the legisla- 
ture will be somewhat more representative, it will 
still have to follow the lead of the executive. 

Governor Patten suggests that the significance of 
the vote was that the decision was made by Legco 
and made “openly in full sight of the public of Hong 
Kong”; “nobody,” he says, “can talk about deals 
behind closed doors.” 

It is, of course, true that Legco was for the first 
time asked to decide a major issue relating to the 
transition from British to Chinese sovereignty in 
1997. Previously, Britain and China — not the Hong 
Kong legislature — made all the big decisions. In- 
deed, after the Sino-British Joint Declaration on the 
future of Hong Kong was initialled in 1984, Gover- 
nor Edward Youde said Legco’s choice was to ac- 
cept the agreement or have no agreement. No 
change was possible. Legco obliged. 

The situation changed somewhat in 1991, when 
Britain and China reached an agreement on a court 
of final appeal for Hong Kong. The accord so infuri- 
ated legislators that a majority voted to reject the 
agreement, which, they said, violated the Joint Dec- 
laration by limiting the right of the court to decide 
how many overseas judges to invite to Hong Kong. 
But that vote counted for naught. 

The only reason Legco was given the right to 
decide this time around was that Britain and China 
had failed to agree. To put it another way, Hong 
Kong has room to manoeuvre only when Britain 
and China do not see eye to eye. 

That much is evident from the way Governor 
Patten has chosen to resolve other issues. The day 
after the Legco vote, Britain and China announced 
another agreement, 
this time on military 
lands. Under the 
agreement, certain 
sites held by the Bri- 
tish military are to be 
given to China's 
People's Liberation 
Army (PLA) in 1997 
while other sites will 
be turned over to the 
Hong Kong Govern- 
ment for commercial 
and residential deve- 
lopment. 

Once again, Legco 
has been told that its 
only role is to rubber- 


T he marathon, 20-hour session held by the 
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stamp the accord and vote the requisite funds to 
implement it. Legco has been told that if it does not 
vote the required funds, then there will be no agree- 
ment and all military lands — not just some — will 
be turned over to the PLA. Faced with a choice like 
that, there is little doubt what Legco will do. 

The fact that the British and Chinese were able 
to announce a major agreement the day after Leg- 
co's vote suggests that both sides decided some time 
ago to set aside differences on the electoral arrange- 
ments and focus on non-political issues. There are 
many such items on the agenda, such as the financ- 
ing arrangements for Hong Kong's new airport and 
the construction of a new container terminal. 

Why are Britain and China willing to cooperate 
again? The answer is simple. Now that the British 
have shown that they have regained the initiative 
and are able to take steps without Chinese approval, 
they are content. They have also successfully 
painted themselves as the champions of democracy 
for Hong Kong. Having achieved these objectives, 
they are eager to work with China again. 

The Chinese, for their part, decided long ago that 
they could not be forced to accept whatever govern- 
mental institutions the British put in place. Having 
made that decision, they announced that, in the ab- 
sence of an agreement, they would dismantle Hong 
Kong's three-tier system of district boards, munici- 
pal councils and legislature in 1997, whatever Legco 
decided. But in other areas, they know they still 


need the cooperation of the British. 
FE ined by Hong Kong's pro-business Liberal 

Party. Had the Liberals succeeded in replac- 
ing the Patten package with something more ac- 
ceptable to Beijing, they would have embarrassed 
both countries. The British would have been put in 
the position of seeing what Beijing could not get at 
the negotiating table handed to China by Legco. 
Effectively Patten would have been repudiated by 
the legislature, many of whose members were ap- 
pointed by the colonial government. 

But the Liberals would have inadvertently put 
the Chinese in an awkward position as well. They 
would have had to acknowledge that Legco is not 
merely an advisory body, with no real powers. Had 
the governor's proposals been voted down in fa- 
vour of a Liberal alternative, China would have 
found it difficult to justify dismantling a system in 
1997 that was put in place by its own supporters. 

In short, the Chinese probably find themselves 
better off because their supporters in Legco failed to 
defeat Patten's package. For Beijing is now able to 
claim, as it has in its official statements, that the 
outcome was expected inasmuch as Legco is simply 
a rubber stamp for Patten — making it even easier 
for China to reconfirm its earlier decision to scrap 
everything come 1997. For Hong Kong people that 
seems a hefty price to pay tomorrow for such a 
marginal advance of representation today. = 


ut these best-laid of plans were almost ru- 
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Asian investors can run but they can’t hide 


alfway into the Year of the Dog, 
most fund managers are looking 
forward to the tail-end already. No 
wonder. By the end of June, the 
Hong Kong stockmarket was down 28%, 
Thailand 27% and Malaysia 22%. Singa- 
pore and Taiwan, down 9% and 8% re- 
spectively, were comparative stars. 

"| didn't have a worst pick this quar- 
ter,” says David Lui, a director at Schroders 
Asia, "because I didn't have any expecta- 
tions." Says Robert Hegt, a portfolio man- 
ager with HSBC Asset Management. “Last 
year was the year of stories without num- 
bers; this year is the year to focus on earn- 
ings and proven management.” 

For many, it was back to the real world: 
markets driven by the hard news of corpo- 
rate-earnings growth rather than the frothy 
asset-driven plays of last year. “In 1993, 
liquidity was our great benefactor,” says 
Ray Jovanovich of Indosuez Asset Manage- 
ment Asia. “This year, liquidity has been 
our nemesis.” 

Still, even the most dog-eared markets 
have had some bright moments and blue- 
ribbon performers. One of the favourite 
picks of fund managers at Aetna Invest- 
ment Management has been Jakarta Stock 
Exchange-listed Indorayon, which is now 
trading at around Rps 5,200, (US$2.40) up 
from Rps 4,200 at the beginning of the 
quarter. Indorayon is a beneficiary of the 
worldwide cyclical upturn in base prod- 
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By Henny Sender 


ucts such as pulp, which it makes. 

At the same time and for the same rea- 
son, Aetna managers reduced their posi- 
tion in Singapore Press Holdings; as the 
cost of pulp and paper increases, the publi- 
cation costs of media companies rise. “The 
rise in prices that helps Indorayon hurts 
newspapers,” explains Winnie Lee, a di- 
rector at Aetna. 

The mood at Aetna is sober but not en- 
tirely despairing. At present, the firm's 
cash position is relatively high at about 7% 
— a far cry from the dark days of the Gulf 
War when it topped 10%. “The second 
quarter was very similar to the first,” re- 
calls Lee. “We didn’t see any reason to 
make bets. In these markets, you try not to 
churn the portfolio. It is easier to get things 
wrong than right.” 

Managers spent most of the first half 
putting on defensive positions. But now, 
with that posture in place, “We are looking 
for opportunities to be more aggressive in 
sectors that are less vulnerable to higher 
U.S. interest rates,” says Lee. “The bad 
news has already been discounted. We 
should be finding the bottom. If the U.S. is 
down, Asia will also be down. But the re- 
bound will be much quicker because the 
earnings are still better in Asia.” 

Defensive at Aetna has meant that the 
most dramatic shift between last summer 
and the past spring has been in the firm's 
Hong Kong portfolio. Lee heavily under- 
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weighted property developers and got out 
of the sector entirely towards the end of 
March, when the government warned that 
it might take measures to cool the over- 
heated real-estate market and the banks 
reduced lending in the sector. 

“My worst mistake was not to get out 
sooner,” she says. At the same time, she 
increased her weightings in utilities such 
as Hongkong Telecom, whose earnings 
are less volatile. She also likes conglomer- 
ates such as Citic Pacific. 

For NatWest Investment Management 
Asia fund managers Robin How and Seton 
Lor, the focus on the real world means, as 
with Aetna’s Lee, a move away from Hong 
Kong financial and property plays and an 
emphasis on industrial plays and export- 
ers, particularly in Korea and Taiwan. How 
is particularly fond of seeking automotive, 
electronics, textiles and shipbuilding com- 
panies that can take advantage of the diffi- 
culties their traditional Japanese rivals have 
in coping with an ever-stronger yen. 

The firm has been buying Daewoo 
Heavy Industries and Samsung Heavy 
Industries as well as Hyundai Motors and 
Goldstar in Korea. In some ways, the 
threat of a confrontation between South 
Korea and North Korea has been the best 
thing that ever happened to fund manag- 
ers seeking performance from the lacklus- 
tre Asian markets this quarter. Korea was 
up 8%. “We could get foreign shares with 
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zero premium or, at most, a 10% pre- 
mium," says Lee. 

In Taiwan, NatWest has been lining up 
for some of the recent Euro-convertibles, 
including those from Nan Ya Plastics and 
Formosa Chemical & Fibre. "Our theme is 
selective industrials,” says How. "We have 
been neutral on asset plays." 

In Hong Kong, that implies a preference 
for conglomerates such as Hutchison 
Whampoa, which is more diversified than 
some of the other hongs. How and Lor also 
believe Jardine Matheson, heavily sold 
down after its delisting was announced, is 
a good prospect, "especially since it has no 
direct exposure to the property market," 
says Lor. 

NatWest is steering clear of last year's 
hot stuff — the China plays. "There is no 
appetite for China on the buy side," says 
How. "The general attitude is that there is 
a lack of a management track record. All 
the reforms mean that it is difficult to have 
an accurate idea of these companies' cash 
flows. There are a lot of questions. Can you 
guarantee that goods will move? Can you 
guarantee electric supplies?" 

Nevertheless, there are some fund man- 
agers who are re-examining China shares. 
At this point, "the down side is very lim- 
ited," says Ching Ju Yeh, a portfolio man- 
ager with HSBC Asset Management, refer- 
ring to Shanghai B shares. Her favourite is 
Shanghai Diesel Engine. 

Among the more cautious fund manag- 
ers is Lui. "The [low] interest rate-driven 
cycle is more or less over. There have been 
more days when the market went down 
than when it went up," he notes glumly. 
"And when it has gone down, it has gone 
down very sharply. I see a substantial 
rather than a shallow correction here." 

Lui is a property bear with the excep- 
tion of the hotels, which he recommended 
here six months ago. His favourite pick 
currently is Mandarin Oriental. “At least 
they won't lose you money," he says 
glumly. But he continues to stay clear of 
other property plays. 

The drop in property sales means that 
newspapers, which count on property ads 
to swell revenues, will also be hit. Lui be- 
lieves Sing Tao Holdings will be most af- 
fected. But he remains relatively upbeat on 
the prospects of South China Morning 
Post (Holdings), which he believes repre- 
sents good value. 

In Hong Kong, Fidelity's Peter Phillips 
continues to hold some of the colony's 
smaller banks, including Wing Lung Bank, 
Wing Hang Bank, Dao Heng Bank 
Group, Ka Wah Bank and Dah Sing Fi- 
nancial Holdings. "They have strong fran- 
chises," he notes. 

Even in bearish times, some of his old 
standbys such as trading company Li & 
Fung and Varitronix International, a 
maker of liquid-crystal-display products, 
have produced positive earnings surprises. 
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He is also staying true to core holdings 
such as Sun Hung Kai Properties. "With 
the market at about 8,600, we are at 10 
times 1995 earnings," he says. "That is 
cheap compared to recent valuations." 

Meanwhile, Indosuez' Jovanovich, who 
focuses on the markets of Southeast Asia, 
exudes cheer as he describes his purchases 
in Jakarta in the face of massive selling by 
competitors. "As the hedge funds dumped, 
l'd get calls from the brokers offering 
blocks for 1095," he says. 

Kalbe Farma, a pharmaceutical maker, 
for example, traded down to Rps 10,000 
from Rps 15,500 with Jovanovich enthusi- 
astically accumulating what others no 
longer wanted. Now the shares have re- 
covered, and at Rps 16,500, Jovanovich is a 
seller. He also used the wave of selling to 
pick up shares of Bank Niaga, which 
dropped from Rps 13,000 to Rps 6,700. "At 
that level, it is an outstanding buy,” he con- 





Lee: the mood is sober. 


fides. Also in Indonesia, Jovanovich is re- 
lentlessly focusing on consumer plays. One 
favourite is Indofood, whose initial offer 
price is Rps 6,200 but is already trading in 
the grey market at Rps 7,200. 

While others find Indonesian balance 
sheets misleading and even deceptive, 
Jovanovich relies on company visits and a 
careful examination of cash flow to help 
supplement the numbers. “When I first 
started visiting Indonesian companies, they 
thought I was from the tax office," he re- 
calls. He also recommends Mayora Indah, 
a confectionary company, and Trias 
Sentosa, which makes the cellophane 
wrappers used, among other things, in 
packaging kretek cigarettes. 

And if Jovanovich is enthusiastic about 
Indonesia, he is positively euphoric about 
the Philippine market, which he believes is 
finally in recovery mode and is down 
"only" 16% from the beginning of the year. 
Among his favourites are Petron, the refin- 
ing and marketing arm of the country's 
national oil company, and PLDT. “PLDT is 
now the cheapest telecom in Asia," he says. 
He is also bullish on San Miguel, as a play 
on domestic consumption, and Meralco. 


FAR EASTERN ECONOMIC REVIEW 





Malaysia, which was one of the best- 
performing markets last year, has held up 
better than many expected. But that's only 
because investors got out of the second- 
liners and put their money on the blue 
chips. Firms like Genting and Tenaga 
Nasional continue to be holds. “But it’s still 
not cheap," advises Aetna's Lee. “We are 
still underweight and wondering when to 
go back in." 

Many fund managers who are still in 
Singapore stay in as a defensive play, even 
when they are not happy about the valua- 
tions there. "Singapore outperformed on 
the down side," notes NatWest's Lor. "And 
there was lower volatility. But the rebound 
there may be less than in Hong Kong or 
Malaysia." 

For the cautious, the best bets in both 
markets seem to be the banks, particularly 
Malayan Banking in Kuala Lumpur and 
Oversea-Chinese Banking Corp. and DBS 
Bank in Singapore. For those looking for 
beneficiaries as business flees high-cost 
Hong Kong, NatWest recommends Singa- 
pore Land, DBS Land and Straits Steam- 
ship Land. 

Market sentiment is decidedly mixed on 
Thailand. NatWest believes that Thai com- 
panies will have the best earnings growth 
in Asia in 1994-95 — up 15-20%. Most fund 
managers agree that building-material 
companies like Siam Cement are a good 
bet and are also pushing TPI Polene. But 
Aetna has been steadily cutting back its 
exposure to local banks because of worries 
over a possible rise in the cost of funds. 
But others, including the optimistic 
Jovanovich, continue to like the banks, in- 
cluding Thai Farmers Bank, Siam Com- 
mercial Bank and Bangkok Bank. He also 
advocates Advanced Information Serv- 
ices, a cellular-communications firm. 

The fate of all these markets depends to 
some extent on what happens in Tokyo 
and whether the Japanese market will at- 
tract funds from other markets in the re- 
gion. "At the end of last year, when people 
were negative on Japan, we shifted heavily 
into Tokyo," says Paul Warren of Pilgrim 
Baxter Asia. "We went from a weighting 
of 40% to 75%. Now we are worried about 
the consensus that Japan is the only attrac- 
tive market. We feel that this won't be a 
straight-line recovery. Share prices are dis- 
counting so much good news." 

Despite the reservations, Warren has 
done well betting on machine-tool com- 
panies such as Sodick, which went from 
Y779 (US$7.90) at the end of March to Y964 
in late June. He also holds machinery com- 
panies, including Hitachi Construction 
Machinery, which went from Y1,120 to 
¥1,790 in the same period. “My favourite, 
though, has ben Minebea," he says. "It is 
geared into industrial production, but 85% 
of its production is offshore." Now, 
though, he feels that such shares may be 
among the most vulnerable because they 
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ave had such runs. 

Warren's worst pick of the quarter has 
seen Tokio Marine & Fire. “We wanted to 
zet out of the banks, but we wanted some 
xposure to the financial sector," he says. 
'But the stock hardly moved." Warren, 
neanwhile, continues to hold a few securi- 
ies companies, including Yamaichi Secu- 
‘ities ("the most bombed out") and 
Okasan Securities. So far, "The foreigners 
yave been bullish, but the Japanese haven't 
een,” says Mark Fawcett of Indosuez 
sartmore Asset Management (Japan) in 
Tokyo. “We have seen a pickup in partici- 
zation, but only recently and only in a 
;mall way. But if they decide to buy in a 
jig way, they will be a major force." For 
zawcett, the main advice to investors is to 
work out the most likely direction for the 
currency. “If you think the yen will 
weaken, you should buy a lot at these lev- 
als,” he advises. “But if you think the yen 





Phillips: old standbys surprise. 


may be at 95 to the dollar, you should be 
more cautious." 

Fawcett's favourite pick of the last quar- 
ter, and the largest position in his portfolio, 
is Nippon Electric Glass, which accounts 
for 40% of worldwide glass for televisions. 
The stock has outperformed the Tokyo 
market by 21% this quarter. "It benefits 
from replacement demand in the U.S. and 
in Europe and in Japan," he explains. "It 
has both an export and a domestic-demand 
angle." 

Fawcett continues to hold Sanyo Elec- 
tric, which should boost air-conditioner 
sales at home as temperatures in Japan 
soar. He is also returning to some retailers 
who had a strong run last year but then 
lagged. He particularly likes Marui and 
Isetan, which are less exposed to recession- 
hit corporate gift-giving. 

As for Hong Kong, the theme may be a 
return to the real world, but it does strike 
many as ironic that the two best markets 
have been Japan, with a socialist prime 
minister at the helm, and South Korea. At 
the moment, most fund managers are do- 
ing what the Koreans are doing: holding 
their collective breath and hoping for th 
clouds to pass. " 
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Finding Bargains 


Rothschild’s Ray Hood pursues small stocks 


By Henny Sender 


a peculiar company to rank among 

fund manager Ray Hood's favourite 
stocks. Unlike many companies in Asia 
that never show contingent liabilities on 
their balance sheets, Yaohan does just the 
opposite. Its financial statement contains a 
huge, if unusual, liability: cake vouchers. 

The key to Yaohan Caterers' appeal, 
says Hood, is that many of the paid-for 
vouchers are never redeemed at the Hong 
Kong company's St. Honore bakery chain. 
That makes the company, whose stated 
profits are growing at 25% annually, even 
more profitable than its numbers suggest. 
It is also cheap; the current price-earnings 
(P/E) ratio is just over 4. 

It's just the sort of bargain Hood is look- 
ing for. As the manager of Rothschild As- 
set Management Asia Pacific's newly es- 
tablished small-companies fund, Hood has 
so far raised US$60 million to invest in 
small companies throughout Asia. His tar- 
gets are selected from a pool of 1,700 firms 
(excluding East Asian markets except 
Hong Kong) with a minimum market capi- 
talisation of US$200 million. 

Less than a quarter of this potential uni- 
verse is covered by brokerage research. 
Hood looks to invest in such under-re- 
searched and undervalued companies be- 
cause as they grow, their story becomes 
better known, they receive better coverage 
and their shares become more liquid in a 
virtuous circle. 

“In the last couple of years, we have 
noticed that small companies outperform 
larger companies over time," Hood says. 
“And they are relatively resilient on the 
down side." With many investors looking 
for a safe harbour after the markets' recent 
volatility, that is welcome news. 

One advantage of funds specialising in 
small companies is that Asian blue chips 
are generally confined to a narrow range 
of sectors, including banks, property com- 
panies and utilities — the traditional ref- 
uge of the defensive investor. "This way 
you have more choices," says Hood. "You 
have more kinds of service companies and 
manufacturers; companies that are much 
better proxies for the most dynamic sectors 
of the Asian economies." 

Timing has also favoured Hood. "The 
sell-off has been the buying opportunity of 
the year,” he says. That may be a good 
thing; when you're the only one in an ag- 
gressive purchasing mode, the market can 
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move against you. This is especially the 
case when it comes to shares in some of 
the region's more illiquid markets. And 
many small companies are tightly held — 
the free float is small. (Ironically, one rea- 
son small companies have held up rela- 
tively well in the recent sell-off is that they 
are less liquid; they get less hammered by 
swings in sentiment.) 

Given the high cost of dealing in such 
shares, Hood has to pick carefully. “You 
can't count on trading,” he explains. “You 
have to be in for the medium term, to have 
and to hold for 18-24 months." In many 
cases, Hood, like the managers of other 
small-company funds, tends to negotiate 
trades because some shares may not move 
for months. 

“I am the market in Super Indah,” he 
says, referring to a newly listed Indonesian 
packaging company that is a supplier to 
Indofood, the instant-noodle giant and a 
play on rising consumption in that coun- 
try. And while Indofood trades at 28 times 
earnings, Super Indah's P/E is a far more 
modest 10-12. 

. Hood seeks out smaller companies that 
have a niche in their area but are too small 
to be labelled monopolistic. One such pick 
is C. I. Holdings in Malaysia, which is the 
dominant supplier of roofing tiles to the 
construction industry. (The company was 
formed when two rival firms resolved their 
price war by merging.) 

Management is also a key considera- 
tion. One reason Hood likes Guoco Philip- 
pines is that the firm has the strength of 
the Hong Leong’s Guoco Group behind it, 
with its demonstrated abilities in property 
and manufacturing in Malaysia and Hong 
Kong. 

For similar reasons, some of the stocks 
in Hood's portfolio are the Asian affiliates 
of Japanese corporate giants, which list to 
create a local identity as well as to raise 
capital. Among them are Maruichi Steel 
in Malaysia, whose parent is a specialty 
steelmaker based in Osaka; and Nip- 
pondenso, which supplies components to 
Toyota in factories located from Japan to 
Indonesia, where it is listed. He also likes 
Crown & Seal, a Thai packaging concern 
for beverage makers, whose parent is a pri- 
vate Japanese company. 

It is far too early to judge Hood’s picks, 
but at least he has a head start. "Because 
the P/Es are lower," he says, "there is a 
degree of down-side protection." ^ 
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How the Experts See It 


Hong Kong, Singapore and Thailand look vulnerable 


H 


ad enough pain for one year? Many Asian stockmarkets again turned in dismal 
performances in the second quarter. And the third quarter isn't looking much 
better. Several countries are especially vulnerable to a rise in American interest 


rates and weakness in the dollar. Even so, the REVIEW's panel of Hong Kong fund 
managers has found a number of undervalued markets and stocks. Our panel 


comprises: 


> Diahann Brown, senior fund manager at Thornton Management (Asia); 

> William Ebsworth, chief investment officer of Fidelity Investments Southeast Asia; 
> Laurent Roux, managing director of Pictet (Asia); 

> Patrick Shum, director at Barclays de Zoete Wedd Investment Management; 

> Elizabeth Tran, chief investment officer of Pilgrim Baxter Asia. 


Review: We're operating in much more 
bearish conditions. What are the opportu- 
nities and the pitfalls now? 

Tran: The main pitfall is that the U.S. 
dollar crisis may be prolonged. It doesn't 
look as if the U.S. will support its currency 
unless its weakness threatens the bond 
market, and the long bond has held within 
a tight range. The market which we are 
most heavily committed to is still Japan. 
As for the rest of the region, it's very 
much a question of individual stock selec- 
tion. 

The opportunity is that bonds may rally 
once the margin calls are over and in- 
vestors become convinced that the absence 
of inflation is for real. In that case, you can 
trade the Southeast Asian markets for the 
bounce. We are working on the basis that 
interest-rate uncertainties will be with us 
for some time. 

Review: Which markets are most vul- 
nerable? Where don't you want to be? 

Tran: The markets which suffer the 
highest interest-rate correlation with the 
U.S. are Hong Kong, Singapore and Thai- 
land, so they’d be the most vulnerable. In 
addition, Hong Kong has China to worry 
about. Singapore has really outperformed, 
and Thailand needs to fund its current- 
account deficit. 

Brown: We see the U.S. economy slow- 
ing quite significantly in the second half. 
So we're assuming that the U.S. won't in- 
crease interest rates in the short term. 

Hong Kong continues to look vul- 
nerable, just because of the property ele- 
ment in the index. Although property 
prices will come down a bit, I think there 
will be enough turnover in the market to 
establish a reasonable level of consolida- 
tion. 

Singapore has held up very well. I still 
think it will outperform other markets, de- 
spite rising interest rates. The level of prop- 
erty prices is not as much of a concern as 
in Hong Kong, and the property element 
in the index is less significant. 

Review: So you're overweight in Singa- 
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Elizabeth Tran was born in Vietnam, 
left for England at the age of 10 and 
returned to Asia in 1980, first as a 
banker. Previously with Prudential 
Asia, she established Pilgrim Baxter 
Asia, a money-management firm, 
earlier this year. 


pore at the moment? 

Brown: Yes, that's right. 

Review: Are you overweight in any 
other markets? 

Brown: Taiwan, but I realise there's 
always been a problem of access to the 
market. However, in the last three months, 
we've seen a fair number of Eurobond 
and Global Depositary Receipt issues, 
some of which have been quite attractive. 
So I think the momentum in Taiwan will 
continue and I expect it to continue to 
outperform. 

Our view on Malaysia is very stock- 
specific. However, 1 wouldn't be over- 
weight. We don't think there will be an 
election there this year, so we're certainly 
not banking on a local retail investor- 
inspired rally. 

Shum: Most Southeast Asian markets 
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will be vulnerable because most of their 
currencies are linked to the U.S. dollar. 
More importantly, the interest-rate scenario 
will definitely be hurting the sentiment and 
possibly the growth outlook for these 
economies. 

At current levels, the Southeast Asian 
market should have discounted a lot of the 
uncertainties, so we are not too bearish. As 
the whole regional market is dictated or 
influenced by external forces, the markets 
will move more or less in the same direc- 
tion. Bottom-up stock selection becomes 
more important now. 

Ebsworth: The yen's strength against 
dollar-linked Asian currencies actually has 
some benefits. Costs denominated in 
weaker currencies will enable Asian firms 
to take market share from Japanese 
competitors. And the drive to relocate 
Japanese production will accelerate, with 
positive implications for foreign direct 
investment in other Asian countries. Even 
in Japan, where the yen's strength may 
postpone an economic recovery near term, 
it will make Japanese industry leaner and 
even more competitive over the long 
term. 

Review: Who are the beneficiaries of the 
yen's strength? Malaysia maybe? 

Ebsworth: Actually, overseas invest- 
ment in Malaysian production could start 
to ease a bit as labour supply there gets 
tighter. And the market is still feeling the 
after-effects of last year's speculative ex- 
cesses. We're looking further afield, at 
medium-technology companies in coun- 
tries like Taiwan and Korea that are using 
their cost advantages to take market share 
from Japanese competitors. Two Korean 
examples would be chemicals producer 
Lucky Ltd. and machine-tool maker 
Hwacheon Machinery. In Taiwan, we like 
Acer (personal computers) and United 
Microelectronics (printed circuit boards). 

Roux: We began 1994 by saying we 
thought the year would be volatile, that it 
would be difficult year, that markets had 
performed extremely well and that one had 
to be more cautious. We said we didn't 
like Southeast Asia and said we were long 
in Japan and India. We haven't changed 
any of that. We still believe the markets are 
facing three big issues. 

First: We're at the end of an eight-year 
bull market in bonds, but there may be a 
short-term rebound, be it in the U.S., 
Europe, maybe even in Japan, but that's 
really a short-term situation. The issue for 
the next year or two is whether corporate 
earnings expectations and results can lead 
stockmarkets higher. We're optimistic for 
1995. 

Second: In America and Europe, you're 
looking at two big demons: budget and 
trade deficits. Those have been problems 
for the last five to 10 years and they are 
still problems. 

Third: Financial markets have recently 
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lost confidence in the U.S. administration. 
This has been reflected in a lower dollar. 
Also, rising interest rates and perhaps 
slower economic growth in America have 
caused U.S. investors to continue investing 
internationally in search of higher returns. 
The issue now is to what extent a currency 
crisis can be avoided and financial markets 
stabilised. 

With that as a backdrop, we would sug- 
gest holding cash. And if fixed-income 
markets do improve in the next three to six 
months, use this opportunity to sell. For 
equity markets, we've had a big correction 
in Asia and that correction is going to end 
at some time, so a selective view of South- 
east Asia would be a good idea. 

Review: In Asia, where are you over- 
weight? 

Roux: Nowhere. In the first week of 
January, we made a big investment- 
strategy change: go into Japan and reduce 
Asia by half. That is where we still are and 
we see Hong Kong 1,200-1,500 points 
lower than it is now if current levels falter. 
We like Singapore and we like Malaysia to 
a certain extent. Thailand looks volatile 
until political manoeuvering dies down, 
the Indonesian market is searching for sup- 
port technically, and the Philippines has 
already had a good run. 

Review: How different do your portfo- 
lios look compared with, say, eight months 
ago? 

Shum: We have sold down the interest- 
rate-sensitive stocks. And everybody will 
have the "flight-to-quality" syndrome. We 
also restructured the portfolios from 
smaller-cap stocks into blue-chip stocks 
and hold more cash. 

Roux: We favour high-quality stocks in 
any market. The approach that we take is 
one of focusing on quality earners, good- 
liquidity stocks. That may limit us on the 
upside but it creates a lot of defence on the 
downside. 

On an asset-allocation basis, we have 
less in fixed income today than eight 
months ago, while equity positions have 
been fine-tuned. Small-cap Europe has 
been stressed, as has small-cap interna- 
tional (except the U.S.). 

Japan has continued to play an impor- 
tant role and we increased its weighting. 
In the U.S., we have reduced our weight- 


` ing but continue to focus on blue chips, hi- 


techs and cyclicals. 

Ebsworth: We tend not to make big 
allocation bets against country index 
weights, but try to add value through 
superior stock selection. At the margin, 
we probably hold slightly more-liquid 
blue chips compared with last year. We've 
lowered our weighting in Hong Kong 
properties, and in financials throughout 
the region, but are sticking with selected 
high-quality names whose stocks have 
sold off steeply, like Sun Hung Kai Prop- 
erties, Hang Seng Bank and Dao Heng 
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Bank. 

Brown: Our strategy since the begin- 
ning of the year has been to completely 
refocus all portfolios, just in case we do 
get redemptions. I would say we're 90% 
blue chip now and conservatively in- 
vested. 

We've reduced property in Hong 
Kong. But the only other area where there 
is real change is in Malaysia. The focus 
there is completely blue-chip companies 
with good earnings prospects — not 
speculative issues dependent on an asset 
injection or an election. These stocks 
should perform relatively well, regardless 
of overall conditions. 

Tran: Our portfolios are more heavily 
oriented towards small-cap than they were 
eight months ago. The biggest change is 
that Japan has gone to 75% from 40% in 
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earning his MBA at the Wharton 
School in 1984. He worked in the 
firm's Boston and Tokyo offices as 
an analyst and fund manager before 
moving to Hong Kong in 1990. 


our Pacific portfolios. Our move into small- 
cap has been region-wide. It reflects our 
current emphasis on companies whose 
profitability is positively correlated with 
rising interest rates, and our conviction that 
the large caps will not perform well given 
shrinking liquidity. We hold stocks like 
Kian Joo Can, Horipro, and Misumi. We 
also like PC-related manufacturers, like 
Creative Technology and Venture Manu- 
facturing. 

Review: How about small caps in Hong 
Kong? 

Ebsworth: Dao Heng Bank, which I 
mentioned earlier, has strong deposit and 
fee-income growth. It actually benefits 
from rising rates to the extent it's a net 
interbank lender, and owns most of its 
branch locations so is not affected by 
higher rents to the same degree some 
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competitors are. Esprit Asia is a small but 
fast-growing clothing maker, wholesaler 
and retailer with exposure to Hong Kong, 
Korea, Taiwan, and Malaysia. It could be 
the next Giordano, but without the China 
risk. 

You're also finding a growing number 
of small Asian companies graduating from 
sub-contract production for overseas 
giants, towards developing and producing 
their own, often proprietary, products. 

One example is Hong Kong’s Varitro- 
nix. Its proprietary liquid-crystal-displays 
appeal to markets too small to attract com- 
petition from Japan's Sharp, the world LCD 
leader. And its growing sales and service 
network is a valuable source of customer 
feedback that has assisted in new-product 
development. 

An expensive but high-quality com- 
pany is Hong Kong's Chen Hsong, a lead- 
ing maker of injection-moulding machin- 
ery. Another Hong Kong company, V- 
Tech, commands about 50% of the Ameri- 
can market in electronic learning games. 

Elizabeth mentioned Creative Technol- 
ogy. Its Sound Blaster cards are world 
brand-name leaders and the company will 
show strong earnings growth despite the 
fact that advances in technology and higher 
volume production are enabling them to 
aggressively cut prices. 

Review: Let's turn now to Japan. Eliza- 
beth, what are the best sectors or com- 
panies to be in? 

Tran: If you look at recent sectoral per- 
formance, you'll see that it defies logic. The 
beneficiaries of a strong yen and possible 
discount-rate cut have pedestrian perform- 
ance and the exporters and cyclicals have 
significantly outperformed. The conceptual 
argument is that their profit recovery will 
be so highly leveraged to the end of the 
Japanese recession. 

Buying cannot be justified on the basis 
of P/E valuations because the E is so hard 
to forecast, especially at a time when the 
yen could go to 95. Most profit forecasts 
are based on a yen rate of 105. I think that 
another factor underlying the buying sup- 
port for the cyclicals is that everyone ex- 
pects the yen to spike down again, and 
l'm wondering what the market will do in 
three months' time when it realises that 
the two-digit yen is here to stay. We have 
been very overweighted in cyclicals and 
are planning to take profits in some of 
them. 

The stocks we'll hold on to have unique 
technology and pricing power, and strong 
domestic sales prospects: companies like 
Sharp, Rohm and Kyocera. We don't hold 
any banks, as the next stage of the market's 
performance is in the hands of the domes- 
tic institutions, and we don't expect them 
to buy banks. 

Review: But you could make the argu- 
ment that if the market goes up, the banks 


go up. 
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Tran: Yes, and they did perform well in 
the first half, but their profitability suffers 
when the yield curve steepens. In finan- 
cials, we hold the insurance companies, as 
they are better geared to economic and 
market recovery. We have Tokio Marine 
& Fire and Chiyoda Marine & Fire. We 
also bought brokers when we saw the 
pickup in market turnover, particularly the 
ones which are most dependent on agency 
business, such as Okasan. 

Ebsworth: We continue to like com- 
panies that are successfully cutting costs. 
Faced directly with the strong yen, export- 
ers have generally been the most aggres- 
sive. Toyota continues to find a way. Tex- 
tile companies like Kurabo and Nisshinbo 
are both slashing costs and aggressively 
moving up-market to higher value-added 
products that their low-cost Asian competi- 
tors can’t yet produce. 

We also continue to like Matsushita 
and Sony for the long haul. Both are not 
only cutting costs, but also benefiting from 
continuing signs of a modest pickup in 
demand for consumer durables. 

Review: Patrick, let’s turn now to Hong 
Kong and ask which sectors you think are 
most hopeful and which are the most 
treacherous? 

Shum: There is so much caution in the 
market! I think, at the moment, everybody 
is looking to protect capital. 

In April and May, we saw substantial 
insider buying of property stocks: S. K. Lee 
buying Henderson Land, K. S. Li buying 
Cheung Kong, the Kwok brothers buying 
a lot of Sun Hung Kai Properties. That 
must tell you something. They are smart 
people, so they must have very good rea- 
sons for buying. 

Utilities are still trading at a high multi- 
ple and under a rising interest-rate envi- 
ronment. I don’t see too much that we can 
get from the utilities. 

I think conglomerates are the only asset 
that people will go for but everybody is 
loaded down with Hutchison or Swire A. 
How much further upside can you see? 

Brown: We have little exposure to prop- 
erty developers, with the exception of 
Cheung Kong. I think one can hold it on 
the basis that the absolute valuation is 
pretty low and an element of earnings is 
relatively secure due to its stake in 
Hutchison. I agree that companies like Sun 
Hung Kai Properties are very high qual- 
ity, but I think that the property sector will 
continue to be under pressure. 

We're focusing on the diversified com- 
panies, like Swire and Citic Pacific. We 
have an underweight position in banks and 
utilities, and are holding Hongkong Tele- 
com and Hongkong Electric. 

Review: Where are you overweight? 

Brown: Singapore and marginally in 
Indonesia. We're also overweight in Tai- 
wan and Thailand. In our Pacific portfolio, 
we are still underweight in Japan but that 
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has been moved up gradually, but still not 
at full weight by any means. 

Review: Are you looking to buy any 
property companies in Singapore as bene- 
ficiaries of the great expat move from Hong 
Kong? 

Brown: Companies like City Develop- 
ments and DBS Land will continue to 
benefit from price rises, particularly in the 
office sector. Having said that, prices have 
gone up a lot in Singapore and the gov- 
ernment there will not allow the type of 
asset bubble that has happened in Hong 
Kong. Banks like UOB and DBS look at- 
tractive. 

Shum: Now, it's quite difficult to be 
overweight in Singapore because we still 
don't like the shipyards. The world freight 
rates of Very Large Crude Carriers are still 
too low and it's not justifiable for shipown- 
ers to repair ships, so we have been selling 
almost all of our shipyard stocks. 

[n terms of residential housing, demand 
remains strong, but the surge in property 
prices will ultimately attract intervention 
from the government. We are already start- 
ing to take some profits. in the property 
sector. So we are left only with banking 
shares. Consequently, we have to reduce 
our overall weighting in Singapore. 

Review: Bill, you had mentioned Crea- 
tive Technology. Are there any other 
manufacturing companies like that in Sin- 
gapore? 

Ebsworth: One of Creative's most ag- 
gressive competitors is Aztech Systems. 
While Aztech's products don't enjoy the 
brand recognition of Creative's, this is re- 
flected in its cheaper valuation, against 
very strong earnings growth. A stock we'd 
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like at lower prices is Singapore's Clipsal, 
a maker of high-quality electrical-wiring 
accessories for buildings. The stock is ex- 
pensive, but the company has strong 
growth prospects, quality management 
and a strong brand name. 

Brown: | still think you're safe with a 
company like Singapore Press Holdings. 
It's produced a consistent profit growth 
rate. It's very predictable, it's high quality, 
and directly correlated to a strong Singa- 
porean economy. 

Review: Diahann, you said you were 
overweight in Thailand. What sectors are 
attractive? 

Brown: Banks and finance sectors, 
where we like Siam City Bank. The other 
sector that we are starting to look at is 
telecoms, because it's been hit quite hard 
the last couple of weeks. We like United 
Communication and Advanced Info, both 
mobile-phone operators. 

Ebsworth: National Petrochemical's 
earnings will be hit by long plant shut- 
downs in 1994 and 1995. But the 1995 shut- 
down is for a capacity upgrade that will 
benefit earnings in 1996 and beyond. In the 
meantime, the company has cut costs and 
is close to being world-competitive even 
without tariff protection. For patient inves- 
tors, this might be a good stock to "dollar- 
cost-average" into. 

Thailand's cement shortage continues 
to create opportunities for the producers 
and we like two high-quality names: Siam 
Cement and Siam City Cement. The 
financials and banks could be oversold 
relative to the problems they're experienc- 
ing with higher rates and more competi- 
tion for deposits. Examples include: Bang- 
kok Bank, Thai Farmers Bank, Thai 
Military Bank, Phatra Thanakit and 





Hong Kong-born Patrick Shum 
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Finance One. 

Review: Let's discuss Malaysia. Are you 
completely out of the gaming shares? 

Ebsworth: Not at all. We're still long- 
term holders of Resorts and Genting. 

Brown: I’m quite happy holding blue- 
chip gaming stocks. I agree with Bill about 
Genting. I’ve been trying to look at com- 
panies that will be playing a role in 
supporting the infrastructure of Malaysia. 
Leader Universal Cable is a good blue- 
chip example. We also like Aokam Per- 
dana, which is an integrated timber com- 
pany. 

Shum: In addition to the gaming sector, 
another sector we can hold some exposure 
to is the banking sector. The business is 
doing fine in terms of the macroeconomic 
outlook for Malaysia. People are slightly 
worried about interest-rate rises in the sec- 
ond half, but I don't think there will be a 
huge rise. The economy will continue to 
do strongly and the banking sector will 
continue to benefit from it. 

Review: Which banks do you like? 

Shum: Maybank. Public Bank is also 
good, but you have to bear the high pre- 
mium for the foreign shares. If you want to 
avoid paying premiums, you may go for 
D&C Bank. 

Brown: | like D&C too. The other stock 
I like is Land & General, which is building 
middle-class property. I’m expecting prop- 
erty prices to move up a bit and that seg- 
ment of property should do quite well. 

Roux: We would continue to look at the 
Singapore-based banks — OCBC for its 
Malaysian-based earnings, and DBS. And 
we still favour Sime Darby for its diversi- 
fied revenue base and consistent earnings 
growth. 

Tran: We have Kuala Lumpur Kepong 
and will hold on to it, although the palm- 
oil price could retrace part of its gains over 
the summer. We also have Maybank and 
Renong, which we expect to continue to 
benefit from infrastructure building and 
privatisations. 

Review: Elizabeth, what sectors are you 
holding in Indonesia? 

Tran: Property stocks. We bought Duta 
Anggada when it halved in price to a hefty 
discount to net asset value and a P/E of 14, 
in anticipation of the benefits of the gov- 
ernment's liberalisation programme. Some 
of the consumer stocks would also become 
interesting on further declines. 

Review: There’s been a pattern recently 
where you see a rather small initial public 
offering, followed by a massive rights of- 
fering. Does this worry you? 

Shum: Just stay away from those. There 
are also some good quality issues, like the 
recently listed Tempo Scan Pacific, a phar- 
maceutical company that produces vita- 
mins. It has a multiple of 15 compared to 
the market's 20. The prospects for pharma- 
:'eutical companies are bright in the local 
narket of a population of over 180 million 
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with rising personal income. 

Brown: Even if you are selective, I can't 
help being a little cautious just because 
there's such a huge supply of paper com- 
ing from all markets. 

Shum: We would really look at the seri- 
ous new issues, but at this point it's only a 
handful, such as Enseval (the distributor 
for Kalbe Farma), or a property company, 
Jaya Real Property. Indosat may also be 
interesting but not much information has 
been released yet. Just disregard the oth- 
ers. 

Review: The department stores have 
been volatile. Does anyone like the stores? 

Tran: We liked Matahari at Rps 2,500 
but wouldn't buy it at current levels. 

Ebsworth: In Indonesia, we remain 
positive on the pulp and paper stocks, in- 
cluding Indah Kiat and Tjiwi Kimia, as 
well as a range of consumer stocks, 
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broadly defined. Our list would include 
cigarette producer Sampoerna and some 
of the better-managed banks benefiting 
from growing consumer borrowing like 
Bank Internasional Indonesia and Panin 
Bank. 

Review: We should turn to East Asia. 
Many people feel that Korea and Taiwan 
will continue to do well following their 
good performances in the second quarter. 

Ebsworth: Discriminatory policy in Ko- 
rea continues to be a problem. The Minis- 
try of Finance recently signalled a likely 
increase in foreign limits this fall, with an 
inexplicable 30-day advance-notice period 
for locals, which we expect will be an op- 
portunity to ramp shares ahead of greater 
foreign participation. 

Still, however, we like a broad range of 
Korean stocks including cyclicals, banks 
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and securities. brokers. I mentioned some 
cyclical examples earlier. Brokerage 
houses' stock prices haven't fully reflected 
the rise in market indices and trading vol- 
ume, both of which will spur earnings 
growth. Two examples our Korea team 
likes are Daewoo Securities and Seoul 
Securities. Daewoo has no foreign room, 
but Seoul is still possible to own. Banks are 
aggressively cleaning up their balance 
sheets this year and setting the stage for 
strong long-term earnings growth. Two we 
like are Shinan Bank and Hana Bank. 

Brown: We have liked both Korea and 
Taiwan for some time but in the short term, 
we think the Korean market is going to 
consolidate because liquidity typically gets 
a little tighter in the third quarter anyway. 
But we still like the recovery prospects. 
Samsung still looks attractive. 

Taiwan will probably do very well for 
the next 12 months. The cyclicals are be- 
ginning to perform because the New Tai- 
wan dollar has been relatively weak, par- 
ticularly against the yen. Taiwan has a sig- 
nificant trade deficit with Japan but that is 
beginning to improve because Japanese 
companies are actually giving orders to 
Taiwanese companies now. They wouldn't 
have dreamt of doing that 10 years ago 
because they wouldn't have trusted the 
quality. Formosa Chemical & Fibre and 
Nan Ya Plastics are attractive. 

Review: Now I'd like to ask everyone 
to name their longest shot for the next few 
months. 

Tran: | think I would go for a Chinese 
stock, either a B-share or an H-share — 
Dongfang Electric. That's an H-share. 

Shum: Maybe we should consider Sri 
Lanka. The market came off sharply on 
worries that the ruling United National 
Party (UNP) may lose in the coming gen- 
eral election after its defeat in the provin- 
cial elections earlier this year. It may still 
be too early to tell if the UNP can win, al- 
though they have shown some confidence 
by calling an early election in August. No 
matter who is going to win, business is 
likely to continue as usual. The current 
weakness in share prices should provide 
opportunities to get quality stocks at at- 
tractive levels. 

Brown: Hopewell is under selling pres- 
sure at the moment. It's depressed by poor 
sentiment towards China and property. It 
could rebound and start to perform. 

Roux: A long shot would be China B- 
shares. They've been hurt by concerns over 
the Chinese economy, politics, social issues, 
lack of liquidity, proper disclosure of fi- 
nancial information, management and cur- 
rency worries. 

(Editor's Note: This was Laurent Roux's 
final appearance on our panel. He is leav- 
ing Hong Kong to work at Pictet's Luxem- 
bourg operations. The REVIEW thanks him 
for his valuable contributions over the last 
two years.) * 
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Allocating Assets 


Three fund managers update their portfolios 


e have asked three Hongkong fund 
W managers to update the portfolios 

they proposed three months ago. 
As before, they are making their recom- 
mendations for two imaginary investors, 
both based in Asia. Their portfolios are val- 
ued in U.S. dollars. 








Elisabeth Scott: We continue to believe 
that equities will outperform bonds, and 
that bonds will outperform cash, over the 
remainder of the year, and I have not made 
any changes in the asset allocation for ei- 
ther investor. 

Short-term interest rates may rise fur- 
ther in the U.S., but we feel that the largest 
portion of the increase has already been 
achieved. Stabilisation of interest rates 
should allay concerns about the dollar. 
Positively, with the exception of increases 
in specific commodities such as copper, we 
do not anticipate a large upturn in infla- 
tion, since capacity is still available in Eu- 
rope and Japan, and squeezes in labour 
costs are still apparent across the globe. 

We do not expect to see further dra- 
matic declines in bond markets and would 
anticipate a return equivalent to the cou- 
pon in most markets. Specifically, we 
would point to Australia and Canada, 
where we see the prospect of strengthen- 
ing currencies against the U.S. dollar 
which, combined with abnormally high 
real interest rates, should lead to good per- 
formance. 

Hong Kong has shown itself most vul- 
nerable of the Asian markets to U.S. inter- 
est-rates rises, and also has been affected 
by fears of a hard landing for the Chinese 
economy. We would look to reduce our 
holdings in Hong Kong as the Hang Seng 
Index approached 10,000. We are under- 
weight in the residential-property counters, 
believing that property prices still have far- 
ther to fall. We continue to like the hotel 
stocks, such as Mandarin Oriental and 
Hong Kong & Shanghai Hotels, and con- 
glomerates, such as Jardine Matheson. 

Rumoured elections in Malaysia are 
likely to result in underperformance for 
that market. Australia has been the benefi- 
ciary of higher commodity prices, and re- 
source stocks performed well in the sec- 
ond quarter; further strength in prices will 
be reflected here. We continue to like the 
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more cyclically exposed Korean and Tai- 
wan markets. 

Japan has seen large inflows from for- 
eign investors. However, it has yet to see a 
great deal of the domestic purchases that 
would force the market substantially 
higher. We have some concerns that the 
much stronger yen may upset the fragile 
economic recovery, but until there is a evi- 
dence of damage we prefer to retain our 
position here. 

Britain has been affected by higher U.S. 
interest rates, with the additional factor of 
a deeply unpopular government. Econo- 
mic estimates for 1994 have been raised up- 
wards, and as in the U.S., corporate profits 
will show a marked improvement. 

Continental Europe has seen upward 
revision of growth estimates, and here, as 
in Britain, we emphasise cyclical stocks 
such as SKF and Philips. 

The United States continues to provide 
the lead for the other equity markets. As 
second-quarter results are released, we ex- 
pect the focus of investors to shift from in- 
terest rates to better earnings. The market 
is reasonably valued, and better earnings, 
particularly from industrial companies 
such as Dow Chemical and General Elec- 
tric, should push the market higher in the 
second half of the year. 


Jardine 
Fleming 


Jennifer Hodgson: There has been little 
change in economic fundamentals during 
the past quarter. Economic recovery con- 
tinues in the U.S., which has been followed 
by Britain and continental Europe. Japan, 
too, has seen some improvement. 

The world's stockmarkets, however, are 
still suffering the fallout from the bull mar- 
kets of 1992 and 1993. Focus has moved to 
earnings as the mainstay which will un- 
derpin markets, and after recent falls, most 
markets are relatively well-priced. The 
question is whether earnings gains' into 
1995 will be strong enough to revive the 
bull market in light of modest economic 
growth worldwide. 

We have continued to maintain a fairly 
high cash level going into the third quarter 
while these uncertainties become clearer. 
Equity investments are widely spread for 
prudence. We shall be looking for areas of 
strong, earnings momentum in which to 
add to positions later in the year. 
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Value Partners 


V-Nee Yeh: In the last three months, 
portfolios for Investor A and B suffered 
their first losses, of 3.8% and 4.9% while 
year-to-date performance was a loss of 

1.7% and 2.9%, respectively. Over the past 
year and a half, the portfolios have gained 
62. 3% & 60.4%. 

Our bond portfolios suffered losses of 
1.3% and 2.9% despite having no Euro- 
pean, U.S. or Japan fixed-rate exposure. 
Though our perpetual bonds have no in- 
terest-rate risk, as they are floating-rate in- 
struments, prices have declined as liquid- 
ity dried up; they now yield 2.4 percentage 
points over the London interbank offered 
rate. The South African Escom bonds also 
dropped as investors feared an inflation- 
ary budget. 

Cash is maintained at 7% and 5% for 
portfolios A and B. Real yields on long- 
term Australian, Italian and Canadian 
bonds are attractive. We look to deploy cash 
into long-duration zero-coupon bonds. 

Hong Kong and Asean equities suf- 
fered, reducing our portfolio values by ap- 
proximately 0.5% and 0.4%. Historically, 
valuations of industrial companies in Hong 
Kong suffer discounts of 10-20% because 
of the uncertainty associated with China's 
most-favoured-nation (MEN) status. In the 
past, the discount narrowed marginally 
upon MFN renewal only to widen as the 
succeeding June 4 deadline approached. 
The ritual impeded management focus and 
planning. 

What is significant this time is not the 
renewal per se, but the de-linking of hu- 
man rights from MFN. No longer will in- 
vestors have to price in the possibility of a 
substantial drop in earnings due to poli- 
tical whims. Industrial stocks therefore 
should trade at "normalised" earnings and 
should be re-rated according to "normal- 
ised" valuations. The benefit to investors is 
magnified by an upswing in earnings flow- 
ing through from a newly buoyant eco- 
nomy in the U.S. 

Vietnam debt remains our sole Asean 
exposure. With less than US$1 billion out- 
standing, Japan can offer to retire the en- 
tire amount on behalf of Hanoi. South Ko- 
rea should start benefiting from the yen's 
appreciation, so we maintain our holding. 
Australia is represented by Westpac, a play 
on a global commodity-led recovery. 

The value of our North Korean and 
Cuban debt has dropped 10% and 23%, 
respectively. Current prices are 1876 and 
20% of face value. The nuclear issue is act- 
ing as a catalyst on North Korea, hopefully 
for the better. Cuba's prospects are improv- 
ing with Canada and Britain loosening 
their embargoes. Meanwhile, the substan- 
tial interest arrears on both debt compound 
the face value of our claims, effectively re- 
ducing the purchase costs. a 
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Investor A: a 30-year-old man, unmarried, earning the equivalent 
of US$50,000 a year. He has net assets of US$250,000 and a pool 
of US$100,000 to invest. He is prepared to take fairly high risks to 
achieve capital growth. 


Elisabeth Scott is a graduate of Edinburgh 
University and is now a manager with Schroders 
Asia in Hong Kong. The Schroders Group 
manages portfolios of US$75 billion worldwide. 





Jennifer Hodgson is the head of the private 
banking department of Jardine Fleming, whose 
funds under management exceed US$10 billion. 
Hodgson is a graduate of Geneva University and 
has worked for Jardine Fleming Investment 
Management since 1980. 


V-Nee Yeh is executive director of Value 
Partners, a fund-management firm concentrating 
on small, listed companies in Asia. A graduate 
of Columbia Law School, Yeh spent six years 
with the Lazard Houses. He resigned as a 
partner of Lazard Brothers Capital Markets in 
London upon returning to Hong Kong in 1990. 
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Investor B: a 45-year-old father of two, earning US$15 
a year, with net assets of US$1 million and pool of US$500,000 
to invest. He prefers to avoid taking high risks to see his 


Numbers in brackets refer to weightings three months ago 
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By Henny Sender in Hong Kong 


handle market situations good and 

bad, but a sudden change in market 
sentiment doesn't necessarily mean a sharp 
turn in strategy. Consider David Brennan, 
managing director of Barings International 
Asset Administration, a firm with almost 
US$9 billion deployed in the region’ s mar- 
kets. “When you have that much,” notes 
Brennan, “You can’t change your mind on 
a sixpence. We are consistent in both bear 
and bull markets.” 

That means sitting tight while the mar- 
ket ignores fundamentals, as it usually 
does at the most intensely bullish times. 
During bearish moments, it means accu- 
mulating shares and waiting patiently for 
the market to confirm your foresight. For 
the last six to nine months Brennan has 
been something of a contrarian. That has 
served him well. The Asia-Pacific Fund 
(assets: US$205 million) that he manages 
gained 2.95% in the quarter just ended, a 
period in which many funds in the region 
fell, and 51% for the year to June 30. 

Where was Brennan last fall? Most play- 
ers were in Malaysia, then the region's hot- 
test market, "investing in companies few 
could spell," as he puts it. "Malaysia was 
the flavour of the month. Everyone was 
placing bets on companies with slot 
machines on the border between China 
and North Korea, or in tunnels under the 
Great Wall. All good bull-market stuff.” 

Brennan stayed away from the stocks 
that soared one day and sank the next. He 
kept to the bluest chips: Telekom Malay- 
sia and Tenaga Nasional, Arab-Malaysian 
Merchant Bank and Malayan Banking. 
He also holds Hong Leong Industries. 

Brennan was not part of the good times 
in Malaysia. He was in South Korea, quiet- 
ly building up positions in a market that 
strictly limits foreign investment. At the 
time, Seoul wasn't the obvious darling of 
the investment community. Its competitive 
advantage had been steadily eroded for 
several years, as labour costs rose 20% per 
annum. South Korea seemed destined to 
inhabit a netherworld, unable to take on 
Japan but too expensive to beat competi- 
tion from lower-cost producers in South- 
east Asia. 

Such thinking now seems hasty. For the 
year to date, Korea has been one of Asia's 
top-performing markets, rising by 6% 
Barings has US$2 billion invested there. 
“We could never have done that if we 
hadn't started early," he says. 

One of Brennan's favourite picks is 
Pohang Iron & Steel (Posco). "Many in- 


p rofessional money managers must 
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vestors feel that steel is a sunset industry," 
he says. "That may be the case in the OECD 
countries, but Korean industry can excel 
where scale is important. Moreover, it's 


close to fast-growing markets." Indeed, 


Posco sells both to China and to Vietnam. 
Brennan also recommends Samsung 
Electronics, which he advocates both as a 
play on a U.S. recovery and a beneficiary 
of the high yen, which hurts South Korea's 
Japanese competitors. Other firms have cut 
costs by relocating. Jinwoong, another 
Brennan favourite, now makes its tents in 
northeast China's Shandong province. 

Brennan's other big position has been 
in Singapore, which has held up better than 
most Southeast Asian markets, dropping 
only 9% in the year to date. 

Because it's hard to find plays on manu- 
facturing directly, Brennan is a big buyer 
of the banks, particularly Overseas- 
Chinese Banking Corp. and DBS Bank. 

He is also enthusiastic about commer- 
cial-property companies, including DBS 
Land (which also has a large exposure to 
the residential property market, where 
prices have risen 40% in the first quarter) 
and Straits Steamship Land. Other prop- 
erty-sector choices include City Develop- 
ments and First Capital. One of Brennan's 
favourite shares is Keppel, a shipbuilding, 
property and banking conglomerate that 
he considers both reasonably priced and 
broadly representative of Singapore. 

Being something of a contrarian, 


Brennan is more optimistic on Hong Kong 
than many of his peers. "I still believe there 
will be a re-rating of the Hong Kong mar- 
ket," he says. "That is a trend that has been 
broken only temporarily by the rise in U.S. 
interest rates." 

He even holds China plays, a sector par- 
ticularly hard hit by negative sentiment, 
although he prefers plays m aren't purely 
Chinese. "H-shares have no track record. 
All you get is a pro-forma financial state- 
ment," he says. "You're better off with 
Hutchison Whampoa or B-shares where 
there is Western participation and technol- 
ogy, like (Shanghai) Yaohua Pilkington 
Glass." 

Brennan also likes Citic Pacific and 
Swire Pacific. Of all the British hongs, 
Swire has been "the most astute in its rela- 
tions with China." What's more, it has 
quality property and trading businesses, 
although its stake in Cathay Pacific "is the 
one question mark." 

Brennan is also holding on to property 
developers at a time when many are out of 
the sector entirely or confining their expo- 
sure to landlords. He says firms such as 
Sun Hung Kai Properties and Cheung 
Kong (Holdings), now trading at single- 
digit price-earnings ratios, are especially 
attractive. 

Of course, even the most shrewd fund 
manager has his disappointments. Brennan 
can savour his best picks of the year — 
Samsung Electronics and Posco, up 29% 
and 28%, respectively, this quarter — but 
there are the inevitable setbacks. One of his 
sorrows is New World Development, 
down 49% for the year, a victim of bearish 
sentiment on both the China and Hong 
Kong markets. “I’m still not sure,” he says, 
“whether it’s a matter of different timing 
or just a mistake.” Bi 
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JAPAN'S MARKETS 







Japan's market outperformed other major 
markets around the world since the beginning 
of 1994. Economic recovery is expected to drive 
the market further, and Fidelity's mutual funds 
are the ideal way to capture the high long-term 
growth potential of Japan. 


Fx Fidelity Japan Smaller Cos. Fund y. 
Be Tokyo Second Section Index ^ ml Wi 
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Japan Europe S.E. Asia 


NADA, 


source: Micropal from 3.1.94 to 27.6.94 Figures in USS 


Economic Turnaround Gaining Momentum 
Over the last year, Japanese monetary 
policy has been progressively eased, and 
interest rates have reached record lows and 
could decline still further. Corporations have 
Deen successful in cutting costs, while industrial 
production and international demand for 
Japanese shares is increasing - a development 
which should further boost the equity market. 





Call Fidelity Hong Kong (852)848 1000 9am-9pm Mon-Sat 


Or call our Investor Hotline in Shanghat: 108 000 071, Japon: 003 185 3189 













Please retum to; Fidelity Investments Management (HK) Ltd. 
16/F, Citibank Tower, 3 Garden Road, Central, Hong Kong. 


vf rd like to «now more details about Fidelity Japan Smaller Companies Fund. 


(Please print in English) 
Name: Mr./Mrs./Ms Company Name: 
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Investors are reminded that prices may go down as well as up and past performance is no guarantee of future results. 
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Aetna Investment Management (HK) Ltd. 
Suite 2106, Two Pacific Place 

88 Queensway 

Tel: 521-4585 

Fax: 845-9145 


Barclays de Zoete Wedd Investment 
Management (HK) Ltd. 

Level 16, Two Pacific Place 

88 Queensway 

Tel: 826-1900 

Fax: 537-1067 


Barclays International Fund Managers 
Level 16, Two Pacific Place 

88 Queensway 

Tel: 826-1900 

Fax: 523-5128 


Baring International Fund Managers Ltd. 
1901 Edinburgh Tower 

15 Queen's Road, Central 

Tel: 841-1411 

Fax: 526-7129 


BT Fund Managers Ltd. 
36/F, Two Pacific Place 
88 Queensway 

Tel: 533-8000 

Fax: 801-5690 


Capital House Investment Management 
(Asia) Ltd. 

16/F, Wheelock House 

20 Pedder Street 

Tel: 847-0847 

Fax: 868-4461 


CEF Investment Management Ltd. 
2/F, China Building 

29 Queen's Road, Central 

Tel: 846-3688 

Fax: 840-0634 


Citibank Global Asset Management (Asia) 
44/F, Citibank Tower 
Citibank Plaza 
3 Garden Road 
Tel: 868-6289 
Fax: 810-5959 
Citicorp Investment Services 
c 457F, Citibank Plaza 
~ Citibank Tower 
-2 $ Garden Road 
Tel: 868-8683 
2 Fax: 521-7596 
Clerical Medical International 
Suites 1601-3 | 
> Nine Queen's Road, Central 
co Tel: 845-6622 Oo 
Fax: 845-5902 — 
— Credit Lyonnais International Asset 
- Management (HK) Ltd. 
-. 6/F, Three Exchange Square 
Tel: 846-7555 
(Fax: 868-4742 
:." Daiwa International Capital Management 
Level 25, One Pacific Place 
. 88 Queensway 
“Fel 523-7032 
. Fax: 840-0627 
Dao Heng Fund Management Ltd. 
33/F, Wu Chung House 
213 Queen's Road East 
Tel: 831-7856 
Fax: 891-3370 




















Fidelity Investments Management (HK) Ltd. 
16/F, Citibank Tower 

3 Garden Road 

Tel: 848-1000 

Fax: 845-2608 


Global Asset Management (HK) Ltd. 
1601 Two Exchange Square 

Tel: 525-0015 

Fax: 868-1432 


GT Management (Asia) Ltd. 
17/F, Three Exchange Square 
Tel: 842-7200 
Fax: 868-5863 


Hambro Pacific Fund Management Ltd. 
2110 Jardine House 

1 Connaught Place 

Tel: 525-4535 

Fax: 810-1554 


HSBC investment Funds Hong Kong Ltd. 
10/F, Citibank Tower 

3 Garden Road 

Tel: 801-0333 

Fax: 845-0257 


Income Partners (Asia) Ltd. 

Suite 1901, Chekiang First Bank Centre 
1 Duddell Street 

Tel: 869-0186 

Fax: 869-6991 


Indosuez Asset Management Asia Ltd. 
Suite 2606-2608, One Exchange Square 
Tel: 521-4231 

Fax: 868-1447 


Invesco Asia Ltd. 

2001 Two Exchange Square 
Tel: 868-3228 

Fax: 868-5445 


Jardine Fleming Unit Trusts Ltd. 
Investment Centre Walkway Level 
Jardine House 

] Connaught Place 

Tel: 843-8333 

Fax: 845-0808 


Kleinwort Benson Ltd. 
5/F, Jardine House 

1 Connaught Place 

Tel: 521-5331 

Fax: 845-9003 


Lloyd George Management (HK) Ltd. 
Suite 3808, One Exchange Square 

Tel: 845-4433 

Fax: 845-3911 


Mansion House Investment Management 
Services Ltd. 
37/F, Bank of China Tower 

1 Garden Road 

Tel: 843-1431 

Fax: 845-9036 


Matheson PFC Ltd. 
29/F, Hennessy Centre 
500 Hennessy Road 
Tel: 890-8448 

Fax: 890-2524 


MBf Unit Trust Managers Ltd. 
17/F, One Pacific Place 

88 Queensway 

Tel: 869-0800 

Fax: 801-7459 
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National Mutual Fund Management Co. 
Room 1902, National Mutual Centre 

151 Gloucester Road 

Tel: 519-1225 

Fax: 598-5563 


Nomura Trust (Cayman) Ltd. 
20/F, Citibank Plaza 

3 Garden Road 

Tel: 536-1111 

Fax: 536-1922 


Panurgy Ltd. 

Room 302, Tung Sun Commercial Centre 
194-200 Lockhart Road 

Tel: 511-4060 

Fax: 519-7536 


Peregrine Asset Management (HK) Ltd. 
23/F, New World Tower 

16-18 Queen's Road, Central 

Tel: 825-1919 

Fax: 845-0089 


Prudential Assurance Co. 

18/F, Bank of East Asia Building 
10 Des Voeux Road 

Tel: 525-2367 

Fax: 810-4903 


Regent Fund Management Ltd. 
904-906 Asia Pacific Finance Tower 
3 Garden Road 

Tel: 514-6111 

Fax: 810-6346 


Rothschild Asset Management (HK) Ltd. 
16/F, Alexandra House 

Tel: 522-2432 

Fax: 868-1796 


Royal Bank of Canada Trust Co. (Asia) Ltd. 
22/F, Gloucester Tower 

The Landmark 

Tel: 877-3399 

Fax: 877-0059 


Schroders Asia Ltd. 

25/F, Two Exchange Square 
8 Connaught Place 

Tel: 521-1633 

Fax: 868-1023 


SHK Unit Trust Managers Ltd. 
4/F, Admiralty Centre, Tower II 
18 Harcourt Road 

Tel: 822-5746 

Fax: 822-5468 


Sun Sun Chan Financial Management Ltd. 
3/F, Admiralty Centre 

Tel: 822-5679 

Fax: 822-5629 


Thornton Management (Asia) Ltd. 
25/F, Jardine House 

1 Connaught Place 

Tel: 826-8888 

Fax: 877-2533 


Warburg Asset Management Hong Kong Ltd. 
25/F, Alexandra House 

Tel: 868-6808 

Fax: 846-7760 


Worldsec Asset Management Ltd. 
2602 Bank of America Tower 

12 Harcourt Road 

Tel: 867-7288 

Fax: 526-3311 
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Items in US$ 






ClarisWorks 
for Macintosh 


WordPerfect 
for Macintosh 


WordPerfect 
for Windows 






















Microsoft Excel 
for Windows 





Microsoft Excel 
for Macintosh 


Lotus 123 
for Windows 









Lotus AmiPro 
for Windows 






Microsoft Office 
for Macintosh 






Microsoft Office 
for Windows 








Microsoft Works 
for Windows 


Microsoft Works 
for Macintosh 


Borland Office 
for Windows 





















Borland Quattro 
Pro for Windows 


361 


N.A. 












Norton Utilities 
for Windows 







Microsoft 
Flight Simulator 


N.A. — Not available 
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buying the software. In most cases, the U.S. is the best place 
to buy it because that’s where most of this stuff is made. 
But Hong Kong has cheaper prices than the U.S. in a 
number of categories — and easily outclasses the rest of 
Asia for most products. And we're talking about the real 
thing, not pirated copies. 
Of course, you don't want to spend a// your time running 
business software. So we've got a suggestion in the last 
line. Just in case those spreadsheets drive you crazy. 
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The Cost of Living the Good Life 


You've set up a new office and bought the computers. Now comes the fun part: 
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Customer-friendly stores are very much a part of Henry Sy's selling strategy. 
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trength in Numbers 


Don’t count on finding Armani in Henry Sy’s malls. The 
Philippine retailing magnate aims downmarket — and 


gets very upmarket results. 


By Rigoberto Tiglao in Manila 


M ass is critical for Filipino mall de- 
veloper Henry Sy. First, he builds 
huge monuments to consumerism. 
Then he adds crowd-pleasers such as cine- 
mas and skating rinks to help pack them 
daily with thousands of middle- and 
lower-middle-class Filipinos. They may not 
have strong individual spending power, 
but their sheer number has helped make 
Sy's malls profitable. 

“It’s very important, first of all, that the 
mall is big," says Sy. The mile-long SM 
Megamall in the Ortigas area of metropoli- 
tan Manila is just that. Its six storeys of air- 
conditioned shops and amusements draw 
some 300,000 people on an average day. 

Many don't go just to look or to take 
advantage of the cool temperature. They 
spend, albeit small amounts. But the logic 
behind Sy's growing empire is that if one 
third of the crowd, or 100,000 people, 
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spend P200 (US$7.70) each, sales would 
total P20 million daily and P7.3 billion 
yearly. The mall owner could gross up to 
P730 million through a rental fee of 10% of 
sales charged to store owners. (Sy charges 
3-15% of sales; in some cases, store owners 
pay a set rent.) 

The hypothetical arithmetic — and the 
instinct that there's much consumer spend- 
ing even in a country that has endured 
years of little or negative economic growth 
explain much of Sy's success to date. 
The 69-year-old tycoon says he is tapping 
a vast Philippine “underground” economy, 
a middle class that is growing as a result of 
a steadily increasing minimum wage, the 
development of small- and medium-scale 
industries, and remittances from the nearly 
2 million Filipinos working abroad. (They 
sent home an estimated US$3 billion in 
1993.) 

This class of consumer is "very big, and 
we estimate that as much as 3096 of our 
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sales come from it," claims Sy. "I keep tell- 
ing those World Bank people that if the 
country records a 2% growth rate, the real 
growth is plus two, or 4%.” Philippine 
Government census figures suggest that 
the segment amounts to 2.6 million fami- 
lies that make P40,000-100,000 annually, or 
about 2046 of the population. 

Sy, a native of China's Fujian province, 
entered the retail business in the 1950s and 
targeted the mass market from the begin- 
ning, building a chain of shoe stores (now 
ShoeMart) located in downtown Manila's 
working-class commercial district. Sy built 
his first department store in 1958 and had 
six by 1980; he opened his first mall in 1985 
and now has four in Manila and one in 
Cebu City. 

An even bigger push is now under way. 
Sy raised P4.7 billion last month through 
the initial public offering (IPO) of SM Prime 
Holdings. He says he'll use the proceeds to 
build one mall a year; Sy has already 
bought large tracts of land for eight sites 
throughout the country (see map). "We'll 
make SM synonymous with Filipino shop- 
ping," says his daughter and heiress- 
apparent, Teresita Sy. 
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The current market value of the exist- 
ing malls and the development sites totals 
P32 billion, according to Cuervo Apprais- 
ers. That's not far from the P36.4 billion 
value of the commercial centres of premier 
property firm and upmarket retailer Ayala 
Corp. — Sy's landlord when he set up a 
department store in Manila's Makati area 
in 1962. 

SM Prime Holdings listed on the Ma- 
nila stockmarket on July 5 at P5.35 a share 
— deemed expensive at a 33 price-earn- 
ings ratio compared with the average 22 
for Manila stocks. But its price has held up 
at P5.40 despite the Manila bourse's 
bearishness. Investors seem to see a cash- 
cow: Sy’s four malls in Manila together reg- 
istered total revenue of nearly P1.8 billion 
in 1993 (see chart). It's an extremely lucra- 
tive business: the malls' pre-tax margin is a 
remarkable 51%, compared with Ayala 
Land's 35%. 

Behind the revenue figures lie a whole- 
sale and retail strategy that Sy largely pio- 
neered in the Philippines. "Sy should be 
viewed not merely as a retailer or mall op- 
erator,” notes former central-bank gover- 
nor Jose Cuisia, who is now vice-chairman 
of SM Holdings. “His stores and malls 
have been crucial as a distribution system 
for a lot of manufacturers and new entre- 
preneurs." 

The magnate built a reputation of offer- 
ing consumers low prices at consistent 
quality by centralising purchasing, which 
enabled him to secure goods at bulk dis- 
counts. Second, Sy developed and even 
financed a diverse group of long-term sup- 
pliers through the family-controlled sav- 
ings bank, Banco de Oro. 

“If you look at Sy's operations, you 
could call him the prototype of the Japan- 
ese sogo-sosha," or trading houses, says 
Danilo Antonio, a professor at the Asian 
Institute of Management (AIM). "SM has not 
only been an efficient network for distribu- 
tion. Sy's actively developed his suppliers, 
providing them credit and even giving 
them tips on how they can do their busi- 
ness better." 

A third approach, which one competi- 
tor says has been Sy's trade secret for his 
department stores, has been his reliance on 
concessionaries to run their own sections. 
Sy charges them a percentage of their 
turnover as a fee, a strategy that has re- 
duced inventory and overhead costs. More 
importantly, the variety of concessionaires 
has allowed Sy to achieve what he says is 
the company's main retailing concept: one- 
stop shopping convenience. The same con- 
cept applies to his malls. 

To draw crowds, Sy put as many as 12 
cinemas in each mall. His 42 theatres now 
form the biggest chain in the country. And 
they have been an unexpected boon for Sy, 
representing 35% of his malls’ total turn- 
over. 

Sy also pushed for the “cluster concept” 
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of having enterprises selling one product, 
say food or computers, in one area. He set 
up “hardware supermarkets” to lure the 
stereotypical bored husband who accom- 
panies his wife to the supermarket to do 
some shopping himself. The SM Megamall 
even has an ice-skating rink, complete with 
foreign instructors. 

Sy’s user-friendly ideas and soft-spoken 
demeanour mask an astute businessman 
who seems to be a firm believer in the buy- 
when-there’s-blood-in-the-streets adage. 
He himself says in faltering English: 
“When the economy is down, I buy land, 
when it’s very, very cheap.” He adds: 
"That's also when you take over the busi- 
ness left by those 
which went bankrupt." 
Indeed, some industry 
observers liken Sy's 
success to that of the 
late Sam Walton, 
whose WalMart chain 
of huge discount stores 
in the United States 
spelled the end for 
many Main Street re- 
tailers. They say Sy has 
succeeded by taking 
over the market of 
small stores in Manila's 
commercial districts. 

Another sign of his 
business acumen came 
during the 1980s when 
Sy noted that his land- 
lord — Ayala Corp. — 
was making a lot of 
money. He quietly 
amassed 8% of the 
company's shares, 
prompting the Ayalas to 
amend their by-laws to 





Sy's aiming for a mall a year. 


Happy Shoppers 


SM Prime Holdings, which includes 
only the malls, is estimated to be only half 
of Sy’s empire, excluding other closely 
held firms and his investments in banks. 
ShoeMart owns the department stores and 
SL] Stores covers the supermarkets that are 
usually located within the stores. Sy also 
owns eight other smaller retailing enter- 
prises that target specific markets such as 
health and beauty products and hardware. 
And just to be sure he has the huge 
amounts of cement he needs for his new 
malls, he bought 50% equity in a P2.5 
billion cement plant last year. “All our 
investments,” Teresita says, however, “are 
focused on one business: retailing. We see 
even the banks as 
vehicles to develop 
our one line of busi- 
ness.” 

Despite its size, the 
retail empire has the 
hallmarks of a small 
family-run store, with 
such features as reli- 
ance on internally gen- 
erated funds and a 
skeletal management 
structure headed by 
Sy’s two daughters 
and four sons. Teresita, 
for instance, Oversees 
purchasing and mall 
development from a 
no-frills office located 
in the same working- 
class area where Sy set 
up his first shoe stores. 
"Its here where I can 
determine what the 
mass market wants, what 
prices are really prevail- 
ing," she says. Henry Sy 
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prevent him from obtain- Sales and profits soar at Jr. is responsible for real 
ing a board seat. Sy also SM Prime Holdings estate. According to 
managed to build his Pesos million Cuisia, Sy involved each 
equity to a controlling 2,000 of his children in the busi- 


1476 of China Banking 


Corp. and 7% (equivalent 1,500 

to one board seat) in Far 

East Bank & Trust Co. At 1,000 

the time, most Philippine 

businesses were reeling 500 

under the weight of high 

interest rates. 0 
And it was during the 


tumultuous 1980s — 
when the Philippines fell 
into a crippling economic 
and political crisis — that Sy made his leap 
from department-store owner to mall mag- 
nate. Moreover, his first mall was located 
in mostly residential Quezon City — an 
area that few thought had commercial 
prospects. "He's got guts," says AIM Prof. 
Antonio. "He's probably the only business- 
man who plunked in so much money 
when the country seemed to be going to 
the dogs." 
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ness while they were uni- 
versity students in Manila 
— in contrast to many of 
the country's other ty- 
coons who typically send 
their children abroad first 
for MBA degrees. 
However, SM Prime 
Holdings and its IPO 
appear to signal that the 
tycoon is gradually 
modernising his con- 
glomerate. In addition, Sy unexpectedly 
recruited former central-bank governor 
(and old friend) Cuisia as SM's vice- 
chairman. Other than Senen Mendiola, 
Sy's partner since his shoe-store days, 
Cuisia is the first non-family member to 
occupy such a major post. Still, Sy will 
tightly control SM Holdings through three 
of his firms that hold 83.4% of the com- 
pany. x 
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S omeone who's been starving 
shouldn't try eating a rich meal. 
That seems to be the lesson India is 
learning as it attracts foreign investors 
keen to gain a foothold in a prospective 
industrial giant. Gorging on billions of in- 
vestment dollars has caused severe short- 
term indigestion. 

Notable among the rumbles are a re- 
newed burst of inflation — it hit 11% in 
May and has receded only slightly since 
— and unwanted strength in the rupee. (A 
steadily depreciating currency was sup- 
posed to be promoting an export-led re- 


circumstances is to cut government con- 
sumption. Faced with capital inflows, 
Malaysia and Thailand both went from fis- 
cal deficits amounting to 5% of GDP in the 
late 1980s to budget surpluses. India, 
which targets a deficit of 6% of GDP in fis- 
cal 1995 (down from 7.3% in the year to 
March), has a long way to go before it 
does the same. 

The World Bank thinks India can cope 
with about US$2-3 billion in reserves by 
using central-bank market interventions. 
Beyond that, New Delhi might have to 
consider short-term measures such as 
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shares and bonds (US$1.5 billion) and 
Euro-issues by Indian companies (US$2.5 
billion). To try to keep the rupee constant 
at around a nominal Rs 31.4 to the U.S. 
dollar, the Reserve Bank of India, the cen- 
tral bank, has been buying the resulting 
excess foreign exchange. 

India’s foreign reserves have thus 
climbed by about US$1 billion a month re- 
cently, reaching US$16 billion in mid-June. 
But this has rapidly expanded base money 
— fuelling inflation — and has resulted in 
an appreciation of the rupee in real terms. 
The central bank’s scope to mop up excess 
liquidity by issuing paper with higher in- 
terest rates is limited. It already holds a 
massive stock of government debt, mostly 


| at low interest rates, and the secondary 


market for government securities is primi- 
tive. Raising interest rates may exacerbate 
the exchange-rate problem. 

The Finance Ministry and central bank 
have recently taken short-term measures. 
In May, the ministry took steps to space 
out Indian Euro-issues and allow compa- 
nies to use offshore funds for purposes 
such as paying for imported capital goods. 
The bank also raised the cash-reserve ratio 
of banks by a percentage point, pulling Rs 
37 billion (US$1.2 billion) out of circula- 
tion. 

In its latest annual report on India, the 
World Bank says the best way to avoid a 
real exchange-rate appreciation in these 
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investment approvals have been running at 
about US$2 billion a year; as companies 
break ground on their projects, actual in- 
flows are likely to reach that amount. De- 
spite the May cancellation of a massive 
Euro-issue by telecoms carrier VSNL, In- 
dian companies are lining up their issues 
again. 

The hope is that a rise in imports since 
March signals a translation of investment 
plans into actual projects. Imports in 
March jumped 61% from a year earlier, 
and rose 13.5% in April. One explanation 
is that companies parked their funds until 
customs duties fell at the end of February. 
Exports for the March-May period were 
up 12.5%, though the growth was slower 
than the 20% rate seen from April to De- 
cember last year. A trade deficit would be 
a welcome trend, offsetting the exchange- 
rate effects of the capital inflows. 

m Hamish McDonald 
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PROPER T Y 


This Way Out 


Japanese banks are selling U.S. real estate 





By Michael Zielenziger in San Francisco 
and Jonathan Friedland in Tokyo 


hat a difference five years can 
1 W make. Just ask Kiyoshi Sekine, a 

San Francisco developer. In 1989, 
he was deluged by American property and 
construction companies offering trophy of- 
fice towers, glamorous resort hotels and 
prestigious golf clubs. 

Nowadays, it's the other way round. 
American real-estate brokers and trusts 
are knocking on Sekine's door in hopes 
that he'll point them to distressed pro- 
perties that the Japanese want off their 





| balance sheets. "It's a 180-degree turn,” he 
| says. "Instead of looking for Japanese 


buyers, everyone is looking for Japanese 
sellers." 

Anecdotal evidence indicates they are 
finding them. Already, some big asset sales 
in the United States have been publicised. 
And analysts in San Francisco and Tokyo 
say Japanese banks are quietly spinning off 
hundreds of millions of dollars through 
private placements of securitised assets, 
mainly to trusts set up to take advantage 
of the bargain-basement real-estate 
liquidations that resulted from the U.S. sav- 
ings-and-loan crisis. 

Two months ago, Dai-Ichi Kangyo Bank 
packaged a portfolio of distressed Califor- 
nia properties, including the Ritz-Carlton 


, Huntington Hotel in Pasadena and the 


L'Auberge Del Mar Resort and Spa near 
San Diego, putting it on the table for an 
asking price of US$80 million. More re- 
cently, say analysts, Fuji Bank sold a 
securitised portfolio of residential and com- 
mercial property to an American invest- 
ment group for US$200 million. 

“We are just feeling a build-up of asset 
sales starting to enter the market," says 
Jack Rodman, director of the Pacific Rim 
practice for Kenneth Leventhal & Co. in 
Los Angeles. A survey published by Lev- 
enthal in late April contends that Japanese 
owners sold some US$17.6 billion in U.S. 
real-estate assets in 1993 and hope to take 
another US$12 billion off their books this 
year. Last year marked the first time that 
Japanese sales, foreclosures and re- 
structurings far exceeded new investment, 


| which totalled a paltry US$710 million. 


The stepped-up pace of these deals is 
being driven, in part, by aggressive U.S. 
real-estate trusts and Wall Street specula- 
tors who have worked through most of the 
bad loans made by failed U.S. banks. They 
are now prowling for Japanese bank-prop- 


| erty collateral they can purchase for pen- 
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nies on the dollar. But the deals are also 
being driven by a better understanding of 
the mechanics of real-estate securitisation 
and, most importantly, a greater sense of 
realism on the part of Japanese banks. 
"There's no longer a denial of the prob- 
lems," says Rodman. 

Brian Waterhouse, a banking analyst at 
James Capel in Tokyo, reckons that at least 
half a dozen "very discreet" negotiations 
are now taking place among Japanese 
lenders and "specialist investment bou- 
tiques that craft packages out of assets, 


Down From The Heights 








Japanese investment in 
U.S. real estate 
US$ billion 
Total US$77.29 billion 
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Note: Gross purchases; includes US$4.18 billion 
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securitise them, and sell them off to real- 
estate trusts and other investors.” The 
deals, he says, range in size from US$30 
million to US$250 million and involve 
varying combinations of residential, resort 
and office properties, primarily in Califor- 
nia and Hawaii. 

Unlike Sumitomo Bank's headline-grab- 
bing 1992 bailout of Japanese investors in 
California’s Pebble Beach golf resort, or 
Mitsubishi Bank’s fire-sale of the Hyatt Re- 
gency Waikoloa resort in Hawaii last year, 
most of the properties now under discus- 
sion are modest and their sale won't be 
publicised. In addition, Japanese account- 
ing rules don't require case-by-case disclo- 
sure of asset sales. 

“I don't see many billions of dollars be- 
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ing unloaded in a haphazard, rapid fash- 
ion," says Edwin B. Reeser III, a real-estate 
lawyer with Graham & James in Los An- 
geles. "I do see billions of dollars of re- 
structurings the world will never know 
about." 

Japanese lenders aren't sellers at any 
cost, but they are apparently getting more 
realistic about the price they're likely to re- 
ceive. After hanging tough during the 
early 1990s in the hope that real-estate val- 
ues would recover, they're now focusing 


more on taking write-offs while operating | 


conditions are good than on getting top 
dollar for their assets. A Japanese finan- 
cier in Los Angeles contends that some 
banks are telling potential buyers they will 
entertain offers equalling only 35% of 
what their customers paid for assets five 
or six years ago. 

"Bankers are very eager to liquidate as- 
sets right now because they have a good 


window of opportunity to do so," says | 
Koyo Ozeki, Tokyo associate director of | 


bank-rating agency IBCA. "They are bene- 
fiting at present from higher stockmarket 
values, the appreciation of the yen, and 
still-reasonable interest-rate spreads. They 
know these favourable conditions won't 
last." 

There's little doubt that Japanese banks 
have become more realistic about bad 
debts in general. In the year to March 1994, 
Japan's top 21 lenders wrote off a record 


Y4.4 trillion (US$44 billion) in bad loans, | 
mainly by parking them in a range of ac- | 
counting vehicles established by Japan's | 
Ministry of Finance to lighten their bad- | 


debt load. Of that amount, suggests Leh- 
man Brothers Tokyo bank analyst Linda 
Daquil, roughly Y232 billion was incurred 
on overseas sales of private-sector bad 
debt. 


While troubled real estate in the U.S. | 


pales in significance compared with their 
problems at home, Japanese banks still find 
it easier to liquidate property in the U.S. 


package and securitise them in the U.S. — 
but impossible in Japan, due to Finance 


in tax and accounting rules that have tradi- 
tionally discouraged speedy write-offs, 


Japanese banks remain reluctant to cut off — 


long-term life support to even their most 
troubled domestic customers. 


What's more, banks aren't keen to high- | 
light publicly just how far property prices | 


in Tokyo and Osaka have fallen. Distress 
sales in urban Japan are typically done 
among units of a corporate group and at 
prices that don’t reflect current. values, 
which range from 40-60% below their 1989 
peak. 

There may not be as many distress sales 
as U.S. scavengers would like, but this 
much is certain: the big scare about Japan 


taking over America was much ado about | 





CURRENCIES 


Not Our 
Problem 


Japan’s current-account 
Surplus spurs yen rise 








By Nigel Holloway in Washington 
dapting to endaka, as the yen’s rise 
is known, has become “almost a 


A routine activity,” says one United 
States-based electronics executive. Each 
time the currency screw tightens, Japanese 
exporters open more plants abroad and cut 
costs further. 

Japanese companies are clearly adapt- 
able, but what about the Japanese Govern- 
ment? Tokyo refuses to concede that a 
strong yen rather than a weak dollar is be- 
hind the yen's latest surge to a record Y97 
to the dollar from Y106 in early June, a 


surge brought about by Japanese firms' 
reluctance to recycle their foreign earn- 


| ings. The IMF expects Japan's current-ac- 
count surplus to reach a record US$133 
| billion this year, US$2 billion higher than 


in 1993. 

"Japan has to realise that in order to 
stop the appreciation of the yen, it must 
mobilise [Japanese] investors to fill the 
gap" in the current account, says Nomura 
Research Institute's Richard Koo, one of 


| those who is critical of Japanese policy. 


These investors have seen the value of 


| their overseas assets shrink as the yen 


appreciates. Koo and others think they 
won't start buying more dollar-denomi- 
nated assets until Japan adopts quantita- 


_ tive targets for reducing its current-account 








nothing. - 
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| surplus. 
It's easy to bundle troubled loans into a | 
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Ministry opposition. And despite changes | 
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Japar's paralysis leaves Washington in 
the unusual — and not entirely uncom- 
fortable — position of having little influ- 
ence over policy. Leaders from the Group 
of Seven top industrial countries, meeting 
in Naples on July 8-10, made soothing 
noises in an attempt to calm the feverish 
currency markets. And President Bill Clin- 
ton said he did not regard a devaluation 
of the dollar as a way of promoting pros- 
perity. 

But according to a White House econo- 
mist, the Clinton administration is not un- 
happy to see the yen rise, despite its pub- 
lic protestations to the contrary. This 
source argues that central-bank interven- 
tion can do little, for more than a few 
weeks, to stem the yen's rise and the dol- 
lar's fall. 

By leaving interest rates unchanged in 
early July, the Federal Reserve signalled 
that it would not use rates to prop up the 
dollar. The Fed sees no need to defend the 
currency at the moment, analysts say. This 
year's fall of the greenback against the yen, 
and to a lesser extent against the Deutsche 
Mark, has had little impact on U.S. infla- 
tion, partly because the dollar also rose 
against the currencies of two major trading 
partners, Canada and Mexico. As a result, 
the dollar's trade-weighted value has de- 
clined only 3.3% in the past 12 months, 
while the yen's has risen 7%. 

Japan's huge current-account surplus is 
not the only reason for the yen's strength, 
analysts say. Political factors seem just as 
important. The yen should have fallen af- 
ter the collapse of the latest Japanese Gov- 
ernment and its replacement by what even 
the White House source calls a "bizarre" 
combination of Liberal Democrats and So- 
cialists. But in this case, investors have 
grown accustomed to thinking that politi- 
cal gridlock in Japan makes a trade deal 
with the U.S. less likely and therefore 
strengthens the yen. 

For Clinton, trade policy has recently 
become entwined with the U.S. bond mar- 
ket, says David Hale, chief economist at 
Kemper Financial Services in Chicago. The 
U.S. administration has learned that bond 
yields rise when trade sabres are rattled, 
which is one reason Washington has toned 
down its rhetoric regarding talks with Ja- 
pan on a trade accord. 

U.S. Trade Representative Mickey 
Kantor has twice delayed a deadline for a 
trade agreement with Japan as a result of 
political instability in Tokyo. The latest 
deadline for setting targets for Japan's im- 
ports of U.S. products is late July. 

In the absence of a deal, the currency 
markets have the last word. But changes in 
the yen-dollar rate alone seem to have little 
effect on external imbalances, economists 
say. Japan's overall current-account sur- 
plus has grown 55% since 1986 despite the 
fact that the yen's trade-weighted value has 
risen 90% over the same period. » 
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Plenty of Fizz 


Singapore's Yeo Hiap Seng tries to turn itself around 


By Ed Paisley - 


hen American pop star Michael 
W sson travelled to Singapore 

last year, Yeo Hiap Seng thought 
it had lined up a marketing coup. The com- 
pany had won the right to sponsor Jack- 
son's sold-out concert for Pepsi-Cola, for 
which it has franchises in Singapore and 
parts of Malaysia. On concert night, how- 
ever, stadium sales of Pepsi languished, 
while rival Coca-Cola (and local bottler 
Fraser & Neave), cleaned up. 

For Yeo Hiap Seng, once Singapore's 
premier food-and-beverage conglomerate, 
the concert flop represented a large prob- 
lem writ small: the company is rapidly 
losing ground in Singapore's carbonated- 
beverage market, its principal money- 
earner. 

Since the late 1980s, its share of that 
market has dropped to a quarter from a 
third, while rival F&N Coca-Cola's has 
risen to 70%. PepsiCo, Yeo Hiap Seng's key 
foreign partner, cancelled the firm's Hong 
Kong franchise in 1991, and says it will do 
likewise with its Singapore and Malaysian 
franchises next year. 

Then there are Yeo Hiap Seng's North 
American operations, bleeding from a se- 
ries of disastrous investments by Alan Yeo, 
chairman of the firm and head of the Yeo 
clan for the last 25 years. Yeo's costly 
US$52 million investment in 1989 in Chun 
King, an ailing Asian-food maker in the 
United States, is still hurting Yeo Hiap 
Seng. Sales plummeted just when Yeo 
bought 50% of the company (the other 50% 
was placed with Temasek Holdings, the 
Singapore Government's investment arm). 
Yeo Hiap Seng’s North American opera- 
tions lost S$5.6 million (US$4 million) in 
1993, widening from $$4.3 million the pre- 
vious year. 

No wonder disgruntled members of the 
family, which has controlled the company 
since its founding almost a century ago, 
came close to unseating Yeo in a divisive 
— and for an Asian business clan, highly 
unusual — court battle in late June. A 
scramble for company shares ensued in the 
run-up to the firm's July 5 annual general 
meeting. Yeo survived, but only with the 
help of an unlikely white knight, Singapore 
property magnate Ng Teng Fong. Ng 
bought up close to 21% of the company to 
become its largest shareholder, then allied 
himself with Yeo against rival clan 
members. 

Yeo may be spared for now, but what 
about the longer term? That depends on a 








just-announced restructuring that could 
pave the way for the sale of money-losing 
food operations and allow the company to 
concentrate on its core beverage business. 
Yeo hopes the restructuring will entice 
PepsiCo into a proposed joint venture in 
Singapore — and perhaps all of Southeast 
Asia — that could hold the key to reviving 
the company’s flagging fortunes. 

In a written response to questions, Yeo 
says he aims to be the “leading beverage 
manufacturer in Asia.” Yeo Hiap Seng’s 
product range makes that ambition less 
outlandish than recent profits might sug- 
gest. Yeo wants to restructure the firm 
into “four clear, streamlined divisions,” 
one of which would be YHS Beverage, the 
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proposed Singapore venture with 
PepsiCo. 

He also plans to buy the 60% of the 
company's listed Malaysian operations that 
it doesn't own, sell off the Kuala Lumpur- 
listed shell, and bring the food and bot- 
tling operations into Yeo Hiap Seng as a 
wholly owned subsidiary. The idea: entice 
PepsiCo into a joint venture in Malaysia, 
too, then expand the partnership around 
the rest of Asia. 

“Yeo Hiap Seng can be broken up to 
be more than the sum of its parts,” says 
Kleinwort Benson analyst Katherine 
Newman Mack. “The company still has 
entrepreneurial skills," she says, but is 
presently drifting amid a revolution in 
Asian consumption habits and changing 
marketing and distribution strategies. 
These are two areas where PepsiCo's 
experience would help. ^A joint venture is 
a better symbiotic relationship," says 
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Mack. 

Indeed, such a partnership could bear 
fruit most immediately in Thailand, says 
Lehman Brothers analyst Mun Chuan. 
There, Yeo Hiap Seng is angling to enter a 
venture with PepsiCo and its joint-venture 
partner in Thailand, Serm Suk Co. The Thai 
company commands most of the country's 
carbonated-beverage market, but wants to 
expand its non-carbonated drinks, an area 
where Yeo Hiap Seng still holds a competi- 
tive edge in Singapore, Malaysia and 
China. 

Yeo, not surprisingly, is even more bull- 
ish about the company's future. He points 
to China, where it has several joint ven- 
tures with local partners. "As early as 1996, 
China could contribute as much as 25% of 
our turnover, compared to 10% today," 
says Yeo. "In fact, our entire 1994 produc- 
tion supply [in China] has already been 
sold out." 

The three companies could do well in 
the rest of Indochina, too. Serm Suk has 
already pioneered markets in Burma, Laos 
and Vietnam, something as important for 
Yeo Hiap Seng as it is for PepsiCo. 
Kleinwort Benson's Mack notes that car- 
bonated drinks average sales growth of 
10% or less in the region. This compares 
with 15% and more for non-carbonated 
beverages such as flavoured teas and soy 
drinks, which are more popular among 
Asian consumers. “A joint venture with 
PepsiCo's marketing skills and Yeo's 
brands could become the first pan-Asian 
brand in the beverage industry," says 
Mack. 

But first Yeo Hiap Seng must restruc- 
ture, says Chairman Yeo, especially its U.S. 
operations. "Admittedly, Chun King has 
not performed to our expectations," he 
says. "Together with Temasek Holdings, 
we agreed to give it a fair go. However, 
last year we recognised that it was time to 
evaluate our future options." 

Analysts expect Chun King will be sold 
off to a major U.S. food conglomerate, al- 
most certainly at a loss. 

In the meantime, the festering prob- 
lems that spurred the family revolt are far 
from solved: rival factions still have seats 
on the board, and property mogul Ng 
holds the swing votes. "Ng will have to 
get involved" to protect his estimated 
S$100 million investment, says research 
manager Michael Tan of Singapore bro- 
kerage Lee & Co. 

Ng wants to lay his hands on two Yeo 
Hiap Seng properties that under Singa- 
pore’s master development plan must be 
converted to residential use by 1998. But 
shareholders hope Ng expands his objec- 
tive beyond the two properties and takes a 
longer-term role in the company. Says Tan: 
"Alan Yeo has tried very hard to turn 
things around, but with Ng Teng Fong 
coming into the picture, l'm more 
optimistic." e 
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Rises 
And Falls 


Nepal posts growth spurt 
as government succumbs 


By Kedar Man Singh in Kathmandu 


hatever political confusion may 
W follow the collapse of their gov- 

ernment, Nepalis can take com- 
fort in one thing: a year after floods killed 
an estimated 2,000 people and devastated 
its economy, the kingdom is back on a 
growth track. It is expected to post 7.79; 
GDP growth for the year ending on July 15, 
up from 2.9% a year earlier, according to 
the National Planning Commission (NPC). 

Economic policy isn't expected to be 
radically altered by the current political up- 
heavals. Faced with the prospect that 
Prime Minister G. P. Koirala would fail to 
carry a majority on the fiscal 1994-95 
budget, King Birendra set fresh elections 
for November 13. Koi- 
rala has been asked to 
head an interim govern- 
ment. In the absence of 
the House of Represen- 
tatives, now dissolved, 
the budget will be pro- 
mulgated by royal ordi- 
nance. 

In fiscal 1993-94, 
good harvests of major 
crops, partly the result 
(ironically) of last year's 
deluge, produced a 
turnaround in agricul- 
ture after two years of 
near drought. The sector 
is expected to show 
growth of 7.7% for the year, having con- 
tracted by 1.2% in each of the previous two. 
Food production soared 34% to 5.9 million 
tonnes. 

Non-agricultural growth is estimated at 
6.8%, the slower pace partly reflecting the 
after-effects of the flooding, which put 
roads, power plants and other infrastruc- 
ture out of action. (The key, Japanese-aided 
Kulekhani power station, south of Kath- 
mandu, is still partially crippled.) 

Announcing the estimates, NPC Vice- 
Chairman Ram Sharan Mahat also said 
per-capita GDP is now estimated at US$202, 
a significant jump from previous estimates 
of around US$170. Mahat, formerly an eco- 
nomist with the United Nations Develop- 
ment Programme in Islamabad, ascribed 
the leap to a newly recognised shift in the 
composition of GDP. He put the share of 
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Koirala plays caretaker. 


agriculture at 42% in fiscal 1992-93, down 
from 49% previously, with a commensu- 
rate rise in industry and services' share to 
58% from 51%. 

(Domestic critics have scoffed at these 
figures. They point out that tourism, one 


of the two main contributors to non-agri- | 
cultural income, slumped by 20% in 1993 


due to political disturbances and disrup- 
tion to services at Royal Nepal Airlines.) 
Other indicators tell a similar tale of ro- 
bust performance. Reserves have climbed 
17% from a year earlier to Rs 38.8 billion 
(US$783 million), equal to at least nine 
months’ imports. In an interview, NPC 
member Prithivi Raj Ligal attributed this 


chiefly to market-oriented policies adopted | | 


in 1993, including greater convertibility of 
the rupee. 
Ligal says the government is moving 


towards full convertibility, probably in the | 


next one or two years. He also notes that 
the policy reforms, coupled with the re- 
bound in farming, have helped reduce in- 


flation to single-digit levels, despite the | 


double-digit rate across the border in In- 
dia, Nepal's main trading partner. 


Inflation has also been dampened by | 


the Koirala administration’s economic 


austerity programme, which has included | 


stiff rises in taxation. Government revenues 


of the fiscal year 
amounted to Rs 15.0 bil- 


earlier. This included a 
30% rise in tax revenues 
to Rs 10.1 billion. 

The trade picture is 
mixed. Exports in the 


38% to Rs 36.2 billion. 
This partly reflects pur- 
chases of capital goods 
that will set the stage 
for future industrial 
growth, as well as foreign-aided imports 
of power and telecoms equipment. But as 





a result, the trade deficit has blown out to | 


Rs 21.4 billion from Rs 132 billion. 
Within the totals, exports to India 


surged 52% to Rs 1.9 billion, compared | 


with an 8.8% rise in shipments to the rest 
of the world. Imports from both areas, on 
the other hand, rose 38%, indicating that 
Nepal's trade imbalance with its huge 
neighbour has shrunk somewhat. The 
leading exports were hand-woven woollen 


carpets, followed by ready-made cotton | 


garments. 

Despite the trade deficits, Ligal notes 
that expanding goods exports plus signifi- 
cantly higher receipts from tourism (which 
has recovered since 1993) have helped to 


maintain an improvement in the overall | 


balance of payments. = 
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in the first nine months | 


lion, up 28% from a year | 


first nine months grew | 
13% from a year earlier | 
to Rs 14.8 billion. Im- | 
ports, however, surged | 
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Kuching waterfront: boom time for a once-sleepy Borneo port. 


Awakening Giant 


Sarawak sees its future as Asia’s energy provider 





By Doug Tsuruoka in Kuching, Sarawak 


John Denver song booms from a 
A juke box, not that many of the res- 

taurant’s diners are paying much 
attention. Several are making stock trades 
on their portable phones. Outside, muscu- 
lar young men on water sleds jet past the 
pizza stands on a new promenade. The riv- 
erside development isn’t alone in its brash 
modernity. Down the street, a mirrored ele- 
vator parachutes to the floor of a glittering 
shopping mall. 

The glitzy trappings of the 20th century 
are mushrooming in Kuching, capital of 
Sarawak, the bigger of Malaysia’s two out- 
rider states on the jungled island of Bor- 
neo. (The other is Sabah.) 

“There is much money!” exclaims Ali 
Ali, a grizzled Kuching boatman, as he 
counts a fistful of banknotes at the quay- 
side. “People make a boomtown here 
now,” he declares, raising a clenched fist 
against the city skyline. 

It’s a fast-changing skyline, increasingly 
punctuated by new high-rise hotels and 
office towers. It’s also an image at odds 
with the traditional one of a place that time 
forgot. Some of Sarawak’s remote tribes, 
after all, still live in close-to-Stone Age con- 
ditions. These days, though, Kuching, the 
once-sleepy fortress of colonial White Ra- 
jahs, brims with expectation and confi- 
dence. It has caught up with the present; 
now it’s eager to greet the future. 

Trouble is, which future? 

In the minds of state officials, Sarawak's 
destiny is to become the powerhouse — 
literally — of East Asia. The state has vast 
reserves of oil and gas, enough to keep the 
lights of Tokyo burning for 100 years. 
Under ambitious plans for hydroelectric 
power, meanwhile, Sarawak hopes to ex- 





Taib: we won't be left behind. 


port electricity to West Malaysia and its 
neighbours by undersea cable. At the same 
time, the state's traditional mainstay, tim- 
ber, would be tightly policed to preserve 
forestry revenues well into the next cen- 
tury. Income from energy and trees would 
be ploughed back into new industries, cre- 
ating a diversified economy that's less de- 
pendent on resources. 

The alternative, as seen by environmen- 
talists and others, is less pretty. Sarawak 
might well exploit its natural resources, but 
greed, corruption and botched planning 
would exact a price. The cost would fall 
most directly on tribespeople, forced from 
their homes as valleys are flooded for hy- 
dro-power, and on the environment, de- 
graded by illegal tree-cutting, soil erosion, 
silted rivers and industrial waste. Eventu- 
ally, everyone would pay the price as tim- 
ber-based businesses declined for want of 
proper conservation, and Kuching's ambi- 
tious project list fell victim to regional com- 
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petition for finance. 

Which of these scenarios will be closer 
to the truth is anyone's guess. Although 
logging has already scarred the landscape, 
much of Sarawak's natural wealth has yet 
to be exploited; there is still time, though it 
is fast running out, to avoid the kinds of 
errors made elsewhere. But the financial 
imperative to develop is strong, and Sara- 
wak's physical scale multiplies the poten- 
tial rewards — and the risks. 

“The choices are crucial,” says Moha- 
med Ariff, professor of economics at the 
University of Malaya. “We should not re- 
peat the mistakes committed by others. We 


must have sustainable development . . . It 
will only work if the environment is not 
damaged beyond repair." 


Tan Sri Abdul Taib Mahmud, Sara- 
wak's chief minister, acknowledges there 
are "a lot of bold decisions to make." 

Which future Sarawak inherits may de- 
pend in large part on Taib's leadership. The 
58-year-old official has governed the state 
for 14 years. A non-Malay who has close 
relations with the federal government in 
Kuala Lumpur, he has managed to bring 
political cohesion to Sarawak's many eth- 
nic groups. Today, his goal is to ensure that 
the state's 1.7 million people enjoy the 
same economic progress as their country- 
men on the Malaysian mainland. 

Statistically, Sarawak already looks to 
be holding its own. Its GDP growth has 
roughly matched the national rate of 8%- 
plus in several recent years, though it 
slipped in 1992 to 5% and is estimated at 
3.7% for 1993. And Sarawak's own figures 
for per-capita income show it barely be- 
hind the Malaysian average in 1993 — 
M$5,207 (US$2,010) in Sarawak, compared 
with M$5,280 nationally. The numbers 
nevertheless obscure a visible gap between 
Sarawak's level of development and West 
Malaysia's. Manufacturing investment in 
the state has been negligible, and it lacks 
infrastructure. Many of Sarawak's citizens, 
not direct beneficiaries of its oil and timber 
earnings, are less wealthy than the statis- 
tics suggest. 

Taib is adamant they won't be left be- 
hind. “We will be catching up with the rest 
of West Malaysia,” he vows in an inter- 
view in his Kuching office, a huge, ornate 
room with a gurgling water fountain and 
gilt furniture. “The standard of living will 
be the same." 

He predicts Sarawak's per-capita in- 
come will rise above M$40,000 by 2020, the 
year Malaysia hopes to achieve developed- 
nation status. Equally bold, he asserts that 
recently announced development projects 
will boost the state's economic-growth rate 
into the 8-12% range by early next century. 

To achieve this economic lift-off, Taib 
and his officials hope to harness the state's 
abundant natural resources. Most of Sara- 
wak's 125,000 square kilometres (an area 
nearly equal to West Malaysia) is covered 
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in trees. Several mighty rivers course 
through the jungle. Offshore lies a quarter 
of Malaysia’s known reserves of oil and 
gas. The state also sits on big deposits of 
coal, minerals and gold, and boasts some 
of Malaysia’s largest oil-palm plantations. 
Its overall exports amounted to 15% of the 
Malaysian total in 1992. 

And what other vistas might open if 
Sarawak can team up with its immediate 
neighbours? The rest of Borneo — Sabah, 
the wealthy oil sultanate of Brunei and In- 
donesia’s huge province of Kalimantan — 
is also resource-rich. Joint projects, already 
being discussed at inter-governmental 
level, could make the world’s third-largest 
island a natural “growth triangle.” 

Taib hopes as much. The massive 
Bakun Dam project, which Sarawak 
awarded in January to Ekran, a local tim- 
ber and construction concern, aims to pro- 
duce hydro-power for both domestic needs 
and export. The M$15 billion first phase 
will take about 10 years to complete and 
will supply 2,400 megawatts. 

From the main dam, to be built across 
the Balui River about 400 kilometres east 
of Kuching, power could be conveyed by 
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Borneo Neighbours 


land-line to Brunei, Sabah and Kalimantan. 
There are already concrete plans for a sub- 
marine cable to West Malaysia; it is easy to 
imagine that Singapore, the Philippines 
ind other energy-hungry Asian states 
would accept Sarawak’s power. 

Taib predicts Bakun will generate about 
M$3 billion in income annually, a share of 
Which will flow into state coffers, and will 
ittract new industries to Sarawak and the 
‘est of Borneo. Indeed, the project is central 
© Kuching’s ambitions. “Without Bakun, 
ve would do well, but not on a par with 
Nest Malaysia,” says Taib. 

Bakun, however, also embodies many 
f the doubts that overhang Kuching’s im- 
»lementation of its plans. The project will 
lood a 700-square-kilometre area — 
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roughly the size of Singapore — and dis- 
place at least 5,000 people. Environmental- 
ists have criticised the likely impact on the 
ecology and forest tribes. “All the studies 
done in connection with the project still 
have not been made public,” complains 
Gurmit Singh, president of the Environ- 
mental Protection Society of Malaysia. 

Other critics reckon the major benefits 
will flow not to the state, but to project 
builder Ekran. “It is better to use the M$15 
billion to lift the living standards of the 
indigenous people of Sarawak,” asserts 
Sim Kwang Yang, a Kuching-based oppo- 
sition member of Malaysia’s federal parlia- 
ment. 

Datuk Ting Pek Khiing, executive chair- 
man of Ekran, denies the project is one- 
sided. He notes that the state government 
has been invited to take a 50% stake in 
Bakun at a later date. Besides deriving fu- 
ture profits from power, however, Ekran 
will first fell the forests in the area to be 
flooded. Revenues from the logging will 
help pay Bakun’s development costs. 

Taib acknowledges the environmental 
concerns, but cites a greater economic 
need: "I think people should look at the 
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Bakun dam in the same way as the Hoover 
dam was important in getting America out 
of the recession in the 1930s." He main- 
tains that there will be several benefits, be- 
sides plentiful power. Areas flooded to cre- 
ate the dam’s reservoir, for example, could 
be turned over to new activities such as 
aquaculture and tourism. He cites New 
Zealand, which has carefully conserved its 
environment, as an example to follow. 
Electricity won't solve all of Sarawak's 
problems, however. It is poorly served by 
transport links and its labour force is small 
and relatively unskilled. In addition, it's far 
from certain that timber revenues can be 
channelled into new businesses. So far, 
Sarawak's timber barons have preferred to 
invest their profits in West Malaysia 
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‘against the day when the forests run out. 

Outside forest products, Sarawak's only 
sizable industry is petrochemicals and li- 
quefied natural gas (LNG). Despite interest . 
in several new industrial estates, foreign 
investment is far behind West Malaysian 
levels, amounting to M$1.2 billion in 1992. 
A further M$600 million of industrial 
projects was proposed by foreign investors 
in the first 10 months of 1993. 

Taib hopes the size and quality of the 
workforce will benefit from an easing of 
Malaysia's immigration laws. But this will 
depend on attitudes in Kuala Lumpur, as 
well as on talks with neighbouring Indone- 
sia and the Philippines. So too might the 
improvement of air links. Apart from a 
Kuala Lumpur-Kuching-Tokyo route, all 
major commercial air traffic is routed 
through West Malaysia. Moreover, Sara- 
wak's airports can't accommodate jumbo 
jets, further reducing its attraction both for 
business and tourism. 

(Despite these limitations, tourism has 
been growing at 18% annually in recent 
years; Sarawak expects more than 280,000 
visitors of all kinds in 1994. To improve 
access, Kuching officials are studying the 
possibility of joining other investors in 
plans to create a competitor to national car- 
rier Malaysia Airlines.) 

Alongside Bakun, Kuching's current 
preoccupations are how to conserve its for- 
ests and attract new industries. "Our ap- 
proach is to diversify the entire economy," 
says Datuk Abang Johari, the state's indus- 
trial development minister. He predicts in- 
dustry will contribute 25% of state GDP by 
2000, up from 15.6% last year and only 
6.0% in 1988. For the foreseeable future, 
however, industry's contribution will stay 
firmly rooted in the energy sector — 
Bakun's power won't kick in for a decade. 

Four areas have been designated as spe- 
cial industrial zones with the aim of attract- 
ing business. But despite tax and other in- 
centives, investors' interest has been luke- 
warm, chiefly because of the electricity and 
labour constraints. The zones are: 

» Muara Tabuan, just outside Kuching. 
The 370-hectare zone has been earmarked 
exclusively for electronics. So far, only 
Toko Electronic Sarawak, a Japanese- 
owned company, has started operations 
there. However, local officials say an un- 
identified American company is negotia- 
ting for a 4-hectare site and three other for- 
eign firms, including one from Taiwan, 
have submitted factory plans. 

» Sibu, the state's timber capital. The city 
is pushing to attract furniture-making and 
other value-added timber activities. 

> Bintulu, the refining and support base 
for most of Sarawak’s offshore oil and gas 
operations. 

> Miri, a major trans-shipment point for 
energy and timber products. 

For the time being, at least, oil and gas 
is likely to remain Sarawak's top draw for 
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foreign companies. Malaysia's national oil 
company, Petronas, in partnership with 
Royal Dutch/Shell and other oil majors, 
runs about 20 offshore oil sites and a simi- 
lar number of gas sites off the north coast. 
Sarawak exported roughly M$6 billion in 
crude oil, petroleum products and LNG in 
1992, the latest year for which figures are 
available. Most was sold to other Asian 
countries. Energy earnings could rise sub- 
stantially if the state's reserves of gas (and 
coal) are fully exploited. 

Timber comes a close second in the ex- 
port stakes. Shipments amounted to M$5 
billion in 1992, or about 32% of the state's 
total exports. Since then, tropical-timber 
prices have risen four-fold but exports have 
fallen in response to attempts by the state 
government to discourage exports of un- 
cut logs. 

To capture greater value, Kuching has 
provided incentives for wood-based indus- 
tries such as furniture-making and banned 
exports of rattan cane. While Sarawak- 
made furniture has yet to become fashion- 
able abroad, local saw- 
millers are already profit- 
ing from the change. Some 
analysts foresee the saw- 
millers and other down- 
stream businesses becom- 
ing a new force to rival the 
established logging fami- 
lies, who have relied on 
raw-log exports. 

Many of these new busi- 
nessmen are likely to be 
Malays, who constitute a 
fifth of Sarawak’s diverse 
population. The half-dozen 
families that control the lo- 
cal timber industry are Ma- 
laysian-Chinese. Having 
long taken a back seat in 
business, Sarawak’s Malays E 
now want to see the bal- Hillside 
ance redressed. 

For any such gains to be realised, how- 
ever, the future of timber must be assured. 
If rapacious logging continues unchecked, 
Sarawak’s forests — despite their size — 
could soon be economically exhausted. 
Taib acknowledges that policing the for- 
ests is a problem. “I had a very difficult 
time last year enforcing log-export quotas,” 
he says. 

The difficulties stem partly from a lack 
of forestry-department personnel. Taib be- 
lieves the best way to control felling and 
replanting is to privatise many aspects of 
the industry. Local industry sources say 
this might include the sale of Harwood, a 
subsidiary of the state-controlled Sarawak 
Timber Industry Development Corp. Har- 
wood oversees timber-export quotas and 
logging concessions. Taib says he’s also 
prepared to consider bringing in private 
firms to monitor logging and calculate roy- 
alties, as has been proposed in Sabah. m 
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Big, but Not 
Infinite 


In Sarawak's forests, there 
is more at risk than trees 


est forms a thick green carpet that 

dips over the horizon. It's hard to 
imagine that a few decades of human ac- 
tivity could fatally threaten what Nature 
took aeons to create. That, nonetheless, is 
the peril facing Sarawak's trees. 

The International Tropical Timber Or- 
ganisation predicted in 1991 that the state's 
rainforests could be largely depleted in less 
than 15 years by indiscriminate logging. 

There are plenty of other critics of the 


S een from the air, Sarawak's rainfor- 
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nuded by logging: the minus side of development. 


state's forestry policies. “In Sarawak's log- 
ging industry . . . wages for loggers are 
low, risks are extremely high and the jobs 
will disappear when the forest is logged 
out within 10-15 years," warns Anja Light, 
a coordinator for the Australia-based Rain- 
forest Information Centre. “There is little 
acknowledgment of long-term viability in 
what has been described by the World 
Bank as a sunset industry." 

State officials, and some loggers, have 
taken note of the criticisms. Efforts are un- 
der way to ensure trees are felled selec- 
tively and logged areas are replanted — 
both to preserve the forest environment 
and to provide trees for future felling. 

Ekran, the company that will build the 
Bakun dam, runs what it terms a renew- 
able forest area in the 600,000 hectares cur- 
rently under its control (a small area by 
Sarawak standards). Executive Chairman 
Datuk Ting Pek Khiing says the forest will 
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renew itself naturally if loggers adhere 
closely to a 25-year harvesting cycle. This 
is somewhat less than the natural lifespan 
of an average tree, which Ting puts at 35- 
40 years, but trees grow quickly in 
Sarawak's copiously wet climate. 

Proper management may speed up 
growth, Ting reasons, as the felling of older 
trees admits more sunshine through the 
forest canopy. The secondary growth 
which rises in place of primary forest will 
be sparser and shorter than the original. 
But there will be trees. 

Ekran's experiments, carried out by 
group subsidiary Woodhouse, a maker of 
prefabricated timber homes, are a hopeful 
start. But in Sibu, Sarawak's main timber- 
processing centre, 200 kilometres to the east 
of Kuching, it's easy to see that Ekran's ef- 
forts are miniscule compared with the scale 
of logging activity. 

An old logging town, most of whose 
founders came from Fuzhou and other 
parts of China a century ago, Sibu sits on 
the Rajang River. This is Malaysia's longest 
river, and most of Sarawak's 
inland population lives 
along its banks. Sibu's wet 
markets are piled high with 
gutted giant carp, a local 
delicacy, while the Rajang's 
muddy waters are choked 
with hundreds of logs 
floated downstream from 
lumber camps deep in the 
interior. In Sibu, the logs are 
processed for export, mostly 
to Japan and Taiwan. 

Ha Tung Hung, son of a 
local timber magnate, says 
approvingly that logging 
has brought progress in 
Sibu, including sufficient 
development to sustain a 
new airport and hospital. 
But he also admits there are 
less pleasant side effects. 
“We call the Rajang the Yellow River 
now,” he says, because the water is discol- 
oured by soil erosion. 

The frenetic logging that causes the ero- 
sion is now restricted — officially — by 
quotas on raw-timber exports. These aim 
to slow forest destruction and create local 
wood-based industries. Despite this and 
efforts at secondary planting, however, sci- 
entists and opposition politicians say the 
pace of felling is still too fast. Loss of the 
primary forest's dense tree cover may alter 
the ecological balance, they claim. 

Plants and animals may not be the only 
losers. Sarawak's forests are also home to 
roughly 10,000 Penan aborigines, many 
now threatened with dislocation by log- 
ging and projects such as the Bakun dam. 

The nearest point of civilisation to the 
Penan homelands is Marudi, a trading 
town on the Baram River. The town is 50 
kilometres upstream from Miri, where 


swvov fs 


JULY 21, 1994 


3 : " wand EER EAL APATA NEN AOI AE SOHC LIRR ADI ; 


ships load oil and liquefied natural gas. 


Marudi represents the front line of Sara- | 
wak's creeping transition into a modern | 
economy. From here on, barter — tools and |j 
other implements for food and natural : 
products — is the main form of economic j| 
exchange. (Not far away are the famous | 
Niah caves, where Sarawak developed one _ 


of its first indigenous industries — 
_ havesting birds’ nests to make soup.) 
The 20th century’s rude intrusion is al- 


ready being felt by the tribes living in the | 


jungles around Marudi. Only about 500- 
600 of the Penan are still considered no- 
madic. The rest have links with the local 
settlements and are engaged in various 
types of subsistence agriculture. 

Only one Penan is known to have be- 
come a successful businessman, but mod- 
ernisation has many forms. A business con- 
sultant who spent several months at a log- 
ging camp last year says many Penan now 
make a living killing wild boar to feed the 
lumberjacks. During his stay, he says, they 
killed 300 boars in two months, usually 
with spears. 

They sell the carcasses for cash — still a 
new concept — with which they buy goods 
such as plastic beads and clothes in nearby 
settlements. One result of this new, com- 
mercial activity is that the Penan are now 
less willing to share boar meat on a com- 
munal basis. 

Environmentalists have criticised the 
destruction of Penan traditions and habi- 
tat, but little respite seems likely. In addi- 
tion to logging, M$5 billion-worth of petro- 
chemical projects is planned in the Baram- 
Delaga area. Armed skirmishes between 
the Penan and Sarawak law-enforcement 
officers have subsided, but the situation 
remains tense. Bruno Manser, a rainforest 
activist who spent six years living in the 
jungles near Marudi, alleges from his home 


in Switzerland that, as recently as last Sep- - 


tember, local police and lumberjacks used 
tear gas against Penan tribespeople and 
"bulldozed" a Penan village. 

Chief Minister Tan Sri Abdul Taib Mah- 
mud denies the Penan are persecuted and 
says Sarawak is unfairly criticised. “We 
were picked as a rallying point of the envi- 
ronmental movement — but not because 


we have caused a lot of environmental | 


damage,” he asserts. 
Taib says the Penan and other tribes 


————— ne rte toene ANAA a Abe 


peer wie 


should be allowed to choose between mod- | 
ern life and their primitive ways. He also | 
asserts that the Bakun project, which will | 
displace 5,000 aborigines, is “essential” for | 


Sarawak’s development. The Kuching gov- 


ernment insists that all those who are af- | 


fected will be provided with housing and | 
social services. About 15 communities will | 
be affected when the Bakun catchment area : 


is flooded. It remains to be seen whether | 


Sarawak can pursue its ambitions without - 


destroying an ancient culture. 
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The Big Squeeze 


Pakistan's taxpayers lash out at a corrupt system 





By Ahmed Rashid in Lahore 
T he arithmetic is all wrong. Pakistan 





has a population of 120 million peo- 
ple. But only one million, less than 
1%, pay income tax. 

Of these, more than half are from the 
salaried class, a group whose members are 
becoming increasingly restive about carry- 
ing the tax burden for many who are far 
richer but less honest. The World Bank es- 
timates that 30% of Pakistan's economy 
operates in the blackmarket. Clearly, many 
individuals and businesses benefit from na- 
tional infrastructure and services but put 
nothing back into government coffers. 

When it comes to tax policy, successive 
governments in Islamabad have made all 
the classic mistakes, according to its crit- 
ics. For one, they have overfished in the 
existing pool of taxpayers — without en- 
larging the pool itself. “No government 
has widened the tax base,” says Lahore in- 
dustrialist Tariq Rehman. “All just squeeze 
the present one.” As to the question of 
whether direct or indirect taxes are the 
best means of raising revenue, every gov- 
ernment since Independence has an- 
swered it with ambivalence. To top it all, 
an inefficient and corrupt collection re- 
gime undercuts every attempt to rational- 
ise the tax structure. 

Both the government and the business 
sector recognise that without a broader tax 
base, no administration will be able to raise 
the cash to fulfil Pakistan's development 
needs. That, in turn, will tear at the fabric of 
national cohesion in a country already suf- 
fering from severe ethnic and social strains. 
Yet no government has shown the will to 
evolve a comprehensive and rational tax 
system — one that economic or political 
populism cannot subvert. 

What the present system doesn't lack, 
however, is a self-perpetuating bureau- 
cracy. Its answer to the tax collection prob- 
lem is more of the same. "Inefficiency 
forces the government to impose new taxes 
on industry all the time, in the hope that at 
least some of the taxes will be collected," 
says Mohammed Mansha, chairman of the 
Nishat group, Pakistan's largest textile con- 
cern. “The textile industry is paying 16 or 
17 different kinds of taxes." 

In such a climate, dishonesty grows like 
a well-watered weed. “With the present 
tax-collecting system, the million who pay 
for the 120 million will continue to cheat as 
best as they can," admits a senior bureau- 
crat. Corporate income-tax payers are no- 
torious for evasion. One favoured method 


72 


is under-reporting sales. Managers don't 
declare commissions or submit wealth-tax 
returns. Duties and local taxes on goods 
are under-invoiced at factory gates by in- 
come-tax officers in the factory owners' 
pockets. 

The upshot is that the contribution of 
direct taxes to the exchequer has stagnated, 
or risen only marginally. Direct taxes con- 
tributed Rs 36.8 billion (US$1.2 billion) of 
federal tax revenue in the year to June 1993. 
That was a tad more than a quarter of the 
total. The government hopes to raise Rs 44 
billion in direct taxes for the fiscal year just 
ended. Indirect taxes, by contrast, are ex- 
pected to top Rs 147 billion. 

Besides the direct-indirect tax divide, 
the system is riddled with anomalies. Of 
the Rs 36.8 billion recovered by the gov- 
ernment in direct taxes, the industrial and 
commercial city of Karachi alone contri- 
buted Rs 31 billion. In comparison, the con- 
tribution of Punjab, the most populous and 
agriculture-rich of Pakistan’s provinces, 
was negligible — because agricultural in- 
come isn't taxed. Both the World Bank and 
the IMF are pushing Pakistan to impose a 
tax on agricultural income and broaden the 
tax base. Non-development expenditure is 
too high, they add, and must be cut. 

Those hoping that Prime Minister Bena- 
zir Bhutto would come up with radical 
measures to improve the situation have 
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been disappointed. In its report on the gov- 
ernment's June 9 budget, Islamabad's In- 
stitute of Policy Studies said: "The budget 
has failed to suggest any basic structural 
change and has burdened the common 
man with the unbearable load of indirect 
taxation." Specifically, the government 
slapped a 15% general sales tax (GST) on 
169 domestically produced consumer items 
and 108 imported ones. It also imposed a 
50% excise duty on many service indus- 
tries. Business also resented the new and 
draconian powers given to income-tax col- 
lectors, including the power of arrest. 

It was only after the business sector hit 
back with a strike on June 26-27, during 
which much of the country’s commercial 
life ground to a halt, that the government 
backed down. On June 27, Finance Minis- 
ter Makhdoom Shahabuddin moderated 
the tax collectors’ new powers, including 
that of arrest. The government subse- 
quently put off collection of the GsT until 
August 31. 

No real change is possible, however, 
without a complete overhaul of the In- 
come-Tax Department. Indeed, corruption 
within the department, which is run by the 
Central Board of Revenue, is at the heart of 
the tax conflict. Says Ghulam Yazdani 
Khan, a former chairman of the revenue 
board: “A complete screening of income- 
tax officers should take place. Maybe 50% 
of the officers would have to be replaced.” 

On the other hand, senior bureaucrats 
point out, many of those made rich by the 
black economy are so powerful they can 
terrorise tax collectors with impunity. Says 
Yazdani: “There has never been a convic- 
tion of anyone for tax fraud because of 
bribes and political pressure. Revenues 
could be raised by more than 50% if evad- 
ers were convicted.” 

Most urban Pakistanis believe the in- 
come-tax net can never be widened unless 
agricultural income is taxed. Prime Minis- 
ter Bhutto, however, has declined to do so, 
saying such a tax is the prerogative of pro- 
vincial governments. Three of these — in 
the North-West Frontier Province, Balu- 
chistan and Sindh — have imposed a tax 
on farmers. But collection will be difficult 
without an overall revamp of the system, 
and the monies gained are likely to be 
minimal. Punjab, which generates most of 
Pakistan’s agricultural exports, has de- 
clined to consider such a tax unless subsi- 
dies for agriculture are increased. 

With 90% of the ruling Pakistan Peo- 
ples Party made up of feudal landlords, no 
change on that score is expected soon. In- 
deed, some Pakistanis believe that tax eva- 
sion increases in direct proportion to po- 
litical clout. “It has become an incentive for 
industrialists to put one family member 
into politics so they can evade taxes,” says 
a leading businessman. Even Pakistan's 
notorious income-tax collectors wouldn't 
dare question a politician in power. LI 
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PROPER T Y 


Outward 
Bound 


New World's Cheng family 
finds silver lining in Trump 








By Henny Sender in Hong Kong 





ew World Development Co.'s 
N Cheng family never wanted to build 

in New York City. "They were only 
interested in brick and mortar in New 
York, not development," says Paul Tong, 
New World's general manager. 

How then did the Chengs, along with 
several other Hong Kong investors, come 
to a preliminary agreement to pay 30 U.S. 
cents on the dollar for the debt on which 


Donald Trump defaulted and thus secure 


the right to develop a 
prime tract of vacant 
land in Manhattan? 

For the Chengs, who 
were acting privately and 
not through New World, 
it was a combination of 
strategy and opportu- 
nity. The family had 
wanted to diversify for 
some time, says Tong, 
and had already quietly 
formed a property-in- 
vestment club with Vin- 
cent Lo of Shui On Hold- 
ings (the younger brother 
of Great Eagle Holdings' 
K. S. Lo) and Edward 
Wong. 

The club set up a 
United States-based task force to uncover 
opportunities and began to amass holdings 
there, including an office tower in San 
Francisco and apartment units along elite 
Park Avenue in New York. The group be- 
came aware of the Riverside South Project 
planned along the Hudson River about a 
year ago, but talks with Trump only began 
a few months ago, when the tycoon visited 
Hong Kong. 

Timing was also an important consid- 
eration, especially after the family's listed 
company bought the Ramada hotel chain 
(since renamed Renaissance Hotels & Re- 
sorts) at the peak of the U.S. property mar- 
ket in 1989. But times have changed. "New 
York is on the way up," says Tong hap- 
pily. 

The new group of investors intends to 
work closely with Trump and will keep 
the project as he structured it. This means 
that the river-front land, which runs along 
the west side of Manhattan from 59th 
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Cheng: questions about Ramada. 


Street (the northern limit of the business | 
district) to 72nd Street, will house largely | 
residential buildings. With construction | 


costs at about US$110-120 per square foot, 


most real-estate specialists expect the ulti- | 


mate selling price to be US$400-500 per 
square foot — at the high end of the New 
York property market. 

"They appear to have done a great job. 
They have gotten Trump to do the work 
and they should have a nice leveraged re- 
turn on the debt," says the head of real- 
estate investment for a U.S. investment 
bank in Hong Kong. Trump's debt is esti- 


mated at US$250-300 million, meaning the | 
Chengs and their partners paid approxi- | 


mately US$75-90 million to acquire it. 
If the group's marketing plans are suc- 


cessful, at least some of the residents of the | 


new project will be from Hong Kong and 
China. To owners of property in the 


colony, accustomed to paying at least twice | 
the prices expected at Riverside South, | 
| required to allocate at least 30% of any ini- 
| tial public offer (IPO) to genuine retail in- 
| vestors. The SEC has also banned major 
mainlanders will not be | 


even the most luxurious apartments in the 
project will seem like a bargain. 
Although Tong hastens to add that 
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the main target of any 


JNIZVOVN 1V LidVO 


China will enter the 
project. “They want to 


side China," says one 
Hong Kong developer. 


comes part of China, 
what is the point of 
keeping it here?" 
Despite positive U.S. 
reviews, some Hong 
Kong analysts greeted 
news of the deal with 
scepticism. "Investors 
will perceive this news 
cautiously,” says Wendy 


Ko, property analyst for G. K. Goh Securi- | 
ties in Hong Kong. "The track record of all | 


the Hong Kong developers overseas has 
not been good." 
This partly reflects continuing questions 


about the wisdom of the Ramada deal. Not | 


only did New World Managing Director 
Henry Cheng agree to pay too much for 
the hotel chain, but the U.S. was going into 
recession at the time of the purchase. This 


will be the first year that the company ex- | 


pects to break even on the troubled acqui- 
sition. 


Tong denies that the group has any | 


other major projects in the works in the 
U.S. despite recent rumours about main- 


keep their money out- | 


“When Hong Kong be- | 
. level playing field,” says George Morgan, 
country manager for broker HG Asia. “The 
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. Reforms should benefit 





sales drive, many be- | 
lieve that money from | 











land purchases of both residential and | 
commercial property on both coasts. Tong | 


also says he knows of no other Hong Kong 
or Chinese developer with such ambitions. 
In the past, many Hong Kong families have 
acquired American property with the divi- 


Thailand's retail investors 





. By Adam Schwarz in Bangkok r$ 


S 





ince setting up shop two years ago, 
Thailand’s Securities and Exchange 
Commission (SEC) has played the 
clumsy intruder upending tradition in the 
well-furnished salons of the Thai stockmar- 
ket. Its latest blast against convention isn't 
likely to win any new friends. 

As of July 8, underwriters have been 


shareholders of listing companies, as well 
as the underwriters themselves, from ac- 
quiring shares unless the IPO is under- 
subscribed. 

While the new regulations seem mod- 


_ est by international standards, they're 


likely to bring significant changes to the 
Stock Exchange of Thailand, and to Thai- 
land's leading underwriters. 

"Its a commendable step towards a 


question is, will it be enough?" 
The immediate effect of the SEC action is 


, unclear. Some analysts believe the costs to 


issuing companies will rise; others think 


| companies going public will come out 


ahead. But everyone agrees that individual 
investors will benefit. 

Noting that IPOs often provide substan- 
tial capital gains to investors fortunate 
enough to obtain shares, stock exchange 
Senior Vice-President Chaipat Sahasakul 
says the new rules “will help distribute this 
windfall to the general public." 

Over time, the sEC also hopes a more 
transparent capital market will strengthen 
the country's major securities firms so that 
they can compete overseas. Unlike leading 
brokerages in Hong Kong, Singapore and 
Malaysia, "there is no way that Thai com- 
panies can compete in the regional mar- 
ket,” says Morgan. “They are still too pro- 
tected.” 

In the past, “public” share offers 
weren't all that public. Issuers and lead 
underwriters allocated most shares to fa- 
voured clients or used them to return fa- 
vours to other underwriters, suppliers or 


| government officials. Often, IPO shares 


| 
| 


dends from their public companies. EH 


FAR EASTERN ECONOMIC REVIEW 


were distributed to employees of the un- 
derwriting firms. 
"The staff at underwriting firms look 
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upon IPO shares as part of their remunera- 
tion," says Morgan. 

Typically, the lead underwriter would 
price IPO shares at a large discount to the 
market, allowing major shareholders at is- 
suing firms and their underwriters to reap 
considerable profits by selling into the sec- 
ondary market. 


“What's advertised as a 30% free float | 


of shares may mean only 5-10% of the 
shares are actually floated," says Morgan. 
“Liquidity is then poor until the under- 
writer and the issuer decide it's time to lock 
in profits, and then the real retail investor 
gets hit by a wall of paper" that sends 
prices downwards, he says. 


The new rules will ultimately require | 
underwriters to become more astute in - 
evaluating potential share issuers. Under : 


Leap 


the old practices, they could be virtually 
assured of unloading every share. That 
becomes more problematic when you 


have to sell 30% of an issue to retail inves- | 


tors. 


The IPO changes might also dent the in- | 


come statements of leading underwriters. 
As these firms will be forbidden to hold 
on their own books the shares of com- 


panies they are bringing public, under- | 
writers stand to lose out on the capital | 


gains which previously accompanied al- 
most every IPO. 

“The risk for underwriters will go up,” 
concedes Nattamol Issaradharm, who 
heads the underwriting department at Thai 
Securities. In the beginning, she says, issu- 


ing companies will pay for this higher risk. | 








“Underwriters will have to price IPOs even | 


lower to make sure they can make a profit. 
And underwriting fees could go up” from 
the present 3%. 

The situation for foreign investors and 


brokers is similarly confused. As it stands, | 


queuing up for IPO shares can be a highly 
frustrating experience for all concerned. 
“The way it works now is like an old-boy’s 
network,” says Paul Ensor, chief repre- 
sentative for Credit Lyonnais Securities 
(Asia) in Thailand. “I can’t get any shares 
for my clients no matter how closely | 
might follow the company going public, or 
the quality of my research, or the strength 
of my distribution network.” 

It’s unclear whether the new rules will 
improve matters for foreign investors, 


who entered the market in droves last . 
year, but have cooled on Thai shares this | 





year. HG Asia's Morgan thinks the re- | 


gulatory changes will give foreign inves- 
tors “more opportunity to participate in 
IPOs.” 

But Pishnu Suntharanund, a Salomon 
Brothers vice-president based in Bangkok, 
disagrees. “Most foreign investors are in- 
stitutions, so they won't benefit directly 
from the new rules,” he says. “In the short 
run, I would anticipate that these rules 
would make fewer shares available for for- 
eigners." Lg 
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APT's He: nothing will stop the launch. 


Of Faith 


APT shrugs off unknowns 
of satellite launch 


By Jonathan Karp in Hong Kong f 


| ith a week to go before the sche- 
duled launch of its first satellite, 


China-backed APT Satellite Co. is 
putting the finishing touches to its US$12 
million ground station in Hong Kong. But 
Western and Hong, Kong broadcasters — 


| betting millions that APT will help them 


compete against regional network StarTV 
— wonder whether the bird will sing. 

APT says that on July 21, weather per- 
mitting, a Chinese Long March rocket will 
blast the American-built Apstar-1 satellite 
into orbit. That's where the problems may 
begin. APT and China have yet to fully 
coordinate their plans with the operators 
of satellites adjacent to Apstar-l's orbital 
slot. That has raised concern among, sev- 


| eral APT customers that electronic inter- 


ference from neighbouring spacecraft 
could impair reception from Apstar-1. 
The Apstar programme is the region's 
most important telecoms development 
since AsiaSat-1 was placed in orbit in 1990, 
ushering in StarTV and pan-Asian satellite 
television a year later. APT, formed in 1992, 
is meant to be a showcase company for 


| China: it unites government-owned firms 


with such Overseas Chinese investors as 
Thailand’s Charoen Pokphand group and 
Singapore Telecommunications in China's 
foray into the lucrative telecoms industry. 
It plans to launch a more powerful satel- 
lite, Apstar-2, in December. 

Under pressure to succeed, APT plans 
to go ahead with the initial launch, despite 
failing to meet regulatory guidelines estab- 
lished by the International Telecommuni- 
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cation Union (ITU) in Geneva. "We are 
confident that the orbital slot will be okay, 
no problem," says APT President He Ke 
Rang, a Soviet-trained engineer who 
helped develop China's Long March 
rocket. 

Publicly, APT customers accept He's as- 
surances. “We are 100% behind Apstar. We 
have every intention of going forward with 
this contract," says Bob Ross of Turner 
Broadcasting System. His remarks echo 
those by other prominent customers in the 
United States, such as the ESPN sports net- 
work and Home Box Office movie chan- 
nel, as well as Hong Kong broadcaster TVB 
International. 

For months, however, executives at 
these companies have expressed uncer- 
tainty about APT's prospects. Some say they 
recently reserved back-up transmission 
channels on a PanAmSat satellite. That 
spacecraft, serving the U.S. West Coast and 
East Asia, was launched successfully on 
July 8. The broadcasters, however, prefer 
Apstar-1 because its mix of domestic-Chi- 
nese and international customers guaran- 
tees more dishes in the region will be 
pointed at it. 

Proof of Apstar-l's viability awaits the 
outcome of system tests conducted after 
launch. Broadcasters generally praise the 
technical qualifications of APT’s engineers. 
But some say they have been troubled oc- 
casionally by a lack of information from 
APT and a resistance to suggestions for 
solving administrative problems. 

A case in point has been APT's belated 
effort to iron out any difficulties over its 
orbital slot. ITU official Kavous Arasteh 
says APT has completed only the first of 
three registration stages. The final deadline 
to complete the process has passed, but the 
ITU has no power to block Apstar-l's 
launch. 

Contact with the rrU must be handled 
under government auspices — in APT's 
case, Beijing's. Some analysts speculate that 
infighting among ministries linked to APT 
has slowed the process. Meanwhile, APT 
and Beijing authorities have begun talks 
with Japan's Nippon Telegraph & Tele- 
phone, whose satellite orbits next to 
Apstar-1’s intended slot. APT has also in- 
vited U.S.-based Rimsat, the other space 
neighbour, for talks a week after Apstar- 
l's planned launch. 

APT's He is not deterred, indicating the 
company will adopt a shoot first, talk later 
approach. “Apstar-1 will be launched as 
planned. We must find some way to solve 
this thing. Of course, our satellite is very 
powerful," he notes. 

Even while suffering from their deepest 
doubts about APT, customers find solace in 
the firm's prestigious list of investors. 
“There is certainly a chance there will be a 
debacle,” says one executive. “But these 
shareholders are not going to want to let 
APT fail. It would be a big loss of face.” m 
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MALAYSIA 
Mandarin Moves 


. Hong Kong's Mandarin 
Oriental hotel group will be 
one of the first foreign firms to 
participate in a huge city- 
centre development in Kuala 
Lumpur. Mandarin is taking a 
25% stake in a US$200 million 
hotel that is slated for 
completion in July 1998. The 
628-room Mandarin Oriental, 
Kuala Lumpur, is part of the 
first phase of a 100-acre 
development that includes two 
88-storey office towers for 
national oil company Petronas, 
retail and entertainment space 
and a public park. 





INDONESIA 
World Bank Pledge 


The World Bank has pledged a 
total of US$5.2 billion in aid to 
Jakarta for the 1994-95 fiscal 
year, up about 1.7% from a 
year earlier. Japan heads the 
list of 19 donor countries and 
13 multinational institutions 
with a commitment of US$1.8 
billion, a 2196 rise. The 
increase was partly to offset an 
expected widening in the 
country's current-account 
deficit. 


Humpuss to Go Public 


Hutomo Mandala Putra, 
youngest son of President 


Hutomo: company plans. 


Suharto, has announced plans 
to take his Humpuss Group 
public next year, starting with 
domestic and regional airline 
Sempati Air. He said in a 
newspaper interview that he is 
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GM's Impact heads for tests in China. 


restructuring the management 
of the holding company as a 
step towards that goal. 
Sempati is jointly owned by 
Humpuss (25%), timber tycoon 
Bob Hasan (35%) and a 
military-run foundation (40%). 


Jasmine Buys Mobilkom 


Thai telecommunications firm 
Jasmine International has 
taken a controlling 56% stake 
in the trunk mobile-radio 
company Mobilkom 
Telekomindo. Other major 
shareholders include New 
Zealand Wireless Co. and Inka 
Forinda Jaya, each with a 15% 
stake. 





PHILIPPINES 
Banco Filipino Reopens 


Banco Filipino, formerly the 
Philippines’ largest savings 
bank, has reopened nine years 
after it was closed by the 
central bank at the height of 
the country’s economic crisis. 
The Supreme Court ruled in 
1991 that the closure was 
illegal. 


PAL Strikers Back 


The Labour Department 
ordered Philippine Airlines to 
reinstate 183 union members 
fired for participating in the 
June 16 strike. Their eventual 
fate hinges on the conclusion 
of a labour-management 
agreement. The dismissal of 
the employees had threatened 
another work stoppage at the 
troubled airline. 





UNITED STATES 
NBC Launches in Asia 


National Broadcasting Co. 
(NBC) said it will launch the 
ANBC business-news TV 
channel on August 1, beaming 
to Southeast Asia on the 
Palapa B2P satellite. 
Programmes will be supplied 
by the network’s U.S.-based 
CNBC business channel and 
initially will be shown for 
eight hours overnight, using 
channel time provided by the 
Australian Broadcasting Corp. 
NBC, with Reuters and 
Financial Times TV, originally 
planned to launch ANBC last 
year as a StarTV cable channel 
in Hong Kong. The deal fell 
apart when StarTV and Wharf 
Cable severed ties. 





CHINA 
Gatt or Bust 


China threatened to boycott 
future Gatt negotiations, 
claiming Washington is 
thwarting its efforts to rejoin 
the world trade body. “Gatt 
can take it or leave it, but it’s 
final,” Foreign Trade Ministry 
Director Li Zhongzhou said in 
the official China Daily of a 
package of concessions China 
would make to rejoin the Gatt. 


GM Gives Electric Car 


American auto giant General 
Motors will donate one of its 
electric Impact cars to the State 
Science and Technology 
Commission for testing. The 
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first donation of such a vehicle 
to a non-US. institution aims 
to help China’s anti-pollution 
efforts. The move follows an 
appeal for foreign aid in 
environmental protection from 
Chinese Vice-Premier Zou 
Jiahua, who said that China 
cannot put environmental 
protection ahead of economic 
development. 





TAIWAN 
Northern Telecom Award 


Canada’s Northern Telecom 
(Asia) has won a US$100 
million bid to install a digital 
cellular-telephone system that 
eventually will serve up to 
500,000 subscribers in urban 
areas when fully installed. The 
system is expected to begin 
operating in April 1995. 





JAPAN 
Condo Sales Surge 


The number of new 
condominiums that went on 
the market in Tokyo soared 
nearly 84% in the first six 
months of 1994 from year- 
earlier levels. Almost 90% 
were sold, said the Real Estate 
Economy Institute, a private 
think-tank. Low interest rates 
and more realistic pricing 
buoyed the market, it said. 
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Manufacturing labour 
costs in selected Asian 
countries, 1993 
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-. Economic Indicators, Selected Asian Countries 
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Stockmarkets 
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SYDNEY 
Rivers of Gold 


i t's not Rupert Murdoch's style to make a 
“passive investment,” but those were the 
words News Corp. chose on July 6 to con- 
firm its purchase of a 1.5% stake in John 
Fairfax Holdings. Fairfax is Australia’s sec- 
ond-largest — but most profitable and 
prestigious — print group and News 
Corp.'s chief rival in newspaper publish- 
ing. 

Through separate deals on the open 
market, News Corp. has now amassed 
2.3% of Fairfax, whose best-known dailies 
are the Australian Financial Review, Sydney 
Morning Herald and the Melbourne Age. 
Recession-proof, the latter two draw so 
much classified advertising they are re- 
ferred to as “rivers of gold.” 

Murdoch is known to covet some 
Fairfax titles, but for a host of reasons he’s 
unable at the moment to make a bid for 
control. So media analysts are pondering 
why he would bother wading into this 
river to a depth of A$42 million (US$30 
million) if he knows he can’t dive in all the 
way. 
Murdoch’s logic is unlikely to become 
evident for a while, unless he flips the 
shares for a profit — which is also not his 
style. Fairfax may not be in play now, but 
it could be within a few years, and therein 
lies Murdoch’s motive, analysts say: his 
small stake buys him a place at the negoti- 
ating table. “There will be a resolution of 
Fairfax’s ownership,” says Lachlan Drum- 
mond of CS First Boston in Sydney, “and 
Murdoch is telling the others that he will 
be there when it happens.” 

The others in question are Canadian 
Conrad Black, whose Telegraph PLC of 
London controls 25% of Fairfax, and Kerry 
Packer, Australia’s leading magazine and 
television mogul, who currently owns 15%. 
Black and Packer helped rescue Fairfax 
from receivership in 1991 after a failed 1987 
privatisation attempt by Warwick Fairfax. 
Black has turned the group around, quad- 
rupling net income to A$67 million in the 
year to June 30, 1993, on just more than 
double the revenue. Fairfax’s share price is 
nearly triple what Black originally paid, 
and it’s risen again since News Corp. 
showed its hand. (News Corp. bought its 
first stake quietly on June 15.) 

Murdoch and Packer have formed a 
shaky alliance to bid for domestic pay-TV 
licences, so far unsuccessfully. Yet analyst 
Terry Povey of Bell Securities in London 
says it would be “too fanciful” to think the 
rivals were colluding to carve up Fairfax. If 
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anything, Murdoch is a spoiler to Packer. 
For all their ambitions to increase their 
stakes in Fairfax, both face constraints: 

»> Black is barred from owning more than 
25% of Fairfax under foreign-ownership 
rules. He would need a waiver to boost his 
stake to a desired 35%; however, the issue 
has become enmeshed in politics. Opposi- 
tion parties accuse Labor Prime Minister 
Paul Keating of seeking favourable cover- 
age in Fairfax papers in return for granting 
such permission to the conservative Black. 
Pm Packer, who controls Australian Con- 
solidated Press and the Nine Network 
Australia television service, is restricted to 
15% of Fairfax by media cross-ownership 
regulations. 

> Murdoch, Australia's most famous ex- 
citizen, faces two barriers: foreign-owner- 
ship and anti-monopoly rules. Based on a 
government plan to allow foreigners to 
hold 30% in Fairfax (with a maximum sin- 
gle stake of 25%), Murdoch could buy up 
to 596, so long as Black holds firm. That 


The Battle Begins 


Fairfax’s stock jumps on news 
of Murdoch’s purchases 








Source: REVIEW Data 


aside, News Corp. is already the largest 
newspaper publisher in Australia, control- 
ling more than 60% of circulation, and ana- 
lysts doubt the activist Trade Practices 
Commission would let it buy more. Fur- 
ther, in large cities, Murdoch could not 
own two papers, meaning he would have 
to sell some titles to acquire new ones. 

Selling won’t necessarily be easy. 
“Murdoch would want top dollar,” says 
Drummond of CS First Boston. On top of 
that, “any buyer would know he'd have to 
compete against Murdoch." 

Black can certainly appreciate the pain 
Murdoch is able to inflict. Since Murdoch 
slashed the price of the Times in London 
last year, Black's flagship Daily Telegraph 
has lost 30-40% of its cash flow. A sinking 
Telegraph share price has also wiped out 
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A$400 million of the value of Black's share- 
holding. 

In fact, some analysts see Murdoch's 
move on Fairfax as an additional pressure 
tactic, albeit just a sideshow. "The real bat- 
tle is here," analyst Povey says from Lon- 
don. "I think Murdoch would like to see 
what Black is made of, whether he is a true 
mogul or a gentleman player." 

m Jonathan Karp 


KUALA LUMPUR 
Fasten Seat Belts 


he latest turbulence in world financial 

markets threatens to make some high 
flyers on the slumping Kuala Lumpur 
Stock Exchange (KLSE) air sick. 

Many of the market's most speculative 
counters have plunged 40-60% since Janu- 
ary. Companies that pledged shares as col- 
lateral at the peak of last year’s rally may 
be forced to raise cash to meet margin calls 
or reassure nervous lenders. Especially at 
risk are firms that did highly leveraged 
takeovers and share swaps last year. Nerv- 
ous bankers are talking with some clients 
about restructuring or cutting back on 
financing packages. 

The slump in share prices has compli- 
cated at least one big transaction: Malay- 
sian tycoon Tajudin Ramli's plans to se- 
cure a controlling stake in Malaysia Air- 
lines. After a 50% drop in the market price 
of his listed takeover vehicle, Malaysian 
Helicopter Services, Tajudin financed the 
purchase with a personal loan. 

But at least Tajudin's deal is still going 
ahead. Bankers and brokers say that the 
real problems are likely to come from those 
who pledged shares as collateral at the top 
of the market. As share values decline, 
bankers and brokers want more collateral 
or repayment of the loans. That often leads 
to forced selling — which can drive down 
a weak market even further. 

Margin lending is still a small part of 
the market — M$10-20 billion (US$3.9-7.8 
billion), according to market estimates — 
but it has grown quickly, quadrupling 
during 1993. And lending by Bank Negara 
(the central bank) for share financing grew 
56%. 

“I’m worried about brokerage houses 
that lend to the [shareholders] of second- 
and third-line stocks — not blue chips," 
says the chief executive of a Kuala Lumpur 
brokerage. "Many blue-chip stocks have 
already corrected. But some second- and 
third-line stocks are still very overpriced 
and could come down sharply." 

m Doug Tsuruoka 
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The process of Western European 


s integration has suffered three major set- 


backs in recent years: 1993, the first year 
-- of the completed single market, saw the 
first decline in the Community’s real GDP 
in almost two decades; the EMS, intended 
_to be the forerunner of monetary union, 
collapsed last summer; and, last but not 
: ‘least, the goal of a common foreign and 
security policy, the second pillar of the 
Maastricht treaty, was shown to be an 
illusion in the face of the carnage in 
former Yugoslavia. 

Now, with economic recovery under 
way and the prospect of EU enlargement 
through the accession of four Efta coun- 
tries at the beginning of next year, the 
tide may turn. At this critical juncture, 
Germany has assumed the EU presi- 
dency for the next six months, and the 
German government seems determined 
to put European integration firmly back 
on track. 


Strategy for growth 


. If it is to regain credibility and support 
among the people of Western Europe, the 
EU has to present a convincing and 
coherent strategy for growth and employ- 
ment, i.e. one which can be expected to 
achieve the objective stated in its white 
paper of halving the unemployment rate 
by the end of the decade. This goal is 
ambitious but not illusory. Infrastructure 
projects such as those proposed for 
Europe's road, rail and telecoms net- 
works could create new jobs provided 
that a sound financing is guaranteed. This 
is dictated by the unprecedented scale of 
government deficits in EU countries and 
the very high level of taxes in member 





Germany’ s EU presidency: 


jobs and the East deserve priority - 





“Eastern enlargement i | 
poses no threat to jobs | 
in the EU” | 
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states such as Germany, which leave no 
room for “more government”. 

The problem of unemployment, there- 
fore, can only be tackled through deregu- 
lation, improved labour- 
market flexibility, tight 
cost control, policies to 
enhance competition, and | 
measures to boost job | 
skills. Even though | 
national governments still | 
bear responsibility for | 
key areas here, a broad | 
consensus among EU | 
countries would lend | 
momentum to the process | 
and make it easier to over- | 
come the opposition of | 
national pressure groups. — | 

While probably con- | 
sidered to be less urgent 
by the public, East- West relations within 
Europe are the second major topic which 
the EU must address. The current half- 
hearted offer of access to its markets is not 
sufficient to ensure that democracy and 
market economics take root in Central 
and Eastern Europe. It is also not enough 
simply to state that associated countries 
may become full EU members as soon as 
they are able to meet the obligations of 
membership ~ including adherence to the 
aims of political, economic and monetary 
union. This could take decades to achieve. 

The most obvious economic bone of 
contention is the Common Agricultural 


The Commerzbank report 
on German business and finance 
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COMMERZBANK 


German know-how in global finance 
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Policy. Estimates put the cost of extending 


the system to Poland, Hungary, the Czech 
Republic and Slovakia at DM 70 billion... 
per year, i. e. twice the present level. Huge. ae 
sums would also be required for struc- — 
tural funds. All in all, the EU cannot 


simply expect these newcomers to take 
over, with a few minor adjustments, the 
existing body of rules and regulations; 
rather, policies will have to be modified 


Employment 


Unemployment rate 
in 96 





to reflect the very different structural 
features of the countries concerned. |... 
While Germany, at the crossroads - 
between East and West, is more strongly i 
affected than other countries — both posi- . 
tively and negatively - by whathappensin ^. 
Eastern Europe, it should not be deterred : 
from championing the cause of Eastern 
integration by charges that it is merely - 


advancing its own interests. Closer links - 


are clearly in the interest of Western 
Europe as a whole. And far from posinga — - 
threat to jobs, they will help the EU to. - 
solve its unemployment problem, givena — 
more positive attitude to structural change. 



















= Appointments a 


Senior Fund Manager 
for Asian Equities 


We are an international fund management company based in 
Hong Kong and backed by a leading bank in Hong Kong. 


A vacancy exists in our company for a highly motivated self 
starter to manage the Asian equity portfolio of our clients. 
With substantial experience and a proven track record, the 
person will be appointed to the Board. The incumbent is 
required to put forth his /her independent views to interact 
with the other members of the investment team in market 
analysis and investment strategy decision making. As we 
maintain a close working relationship with all our clients, 
excellent communication ability and professionalism are the 
other attributes required for this position. 


This position offers excellent career prospect and a highly 
competitive remuneration package including profit sharing. 
Interested candidates are requested to send in their applica- 
tions with full particulars to: 


Box 0721, 
Advertising Services Department, 
G.P.O BOX 160 HK. 


All applications will be treated in the strictest confidence. 
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Cost: US$ 84 per column centimeter 
Column Width: 

1 column 41 mm 

2 columns 88 mm 

3 columns 133 mm 

4 columns 183 mm 





Column Depth: minimum 30 mm, maximum 230 mm 




















Standard Units: | 
| 1/4 (v) page (230 x 41 mm) US$ 1932 
1/4 (h) page (120 x 88 mm) US$ 2016 
1/2 (v) page (230 x 88 mm) US$ 3864 
1/2 (h) page (120 x 183 mm) US$ 4032 
Full page (230 x 183 mm) US$ 7728 








For more information, please contact the: 
Classified Advertisement Manager, 
Far Eastern Economic Review, 
25/F, Citicorp Centre, 

18 Whitfield Road, 

Hong Kong. ar 

Tel: 5084473, Fax: 5031537- 


























ASIAN INSTITUTE OF TECHNOLOGY 


FACULTY POSITION IN QUANTITATIVE SPATIA PLANNING, 
DECISION SUPPORT, AND MODELLING METHODS 





international, postgraduate technological institute in Bangkok, Thailand. The 
Institute offers degree and diploma programs in engineering and related sci- 
ences in its four Schools. 
The Institute is seeking a faculty member for a position in the interdisciplinary 
Human Settlements Programme, the School of Environment, Resources and 
Development, The successful applicant will be responsible for graduate-level 
courses in quantitative spatial planning and modelling methods (including 
applied statistics), with anemphasis on computer-aided GIS and spatial decision 
support systems (SDSS) in urban and rural-regional planning. Besides develop- 
ing and teaching courses, the appointee will also be expected to generate and 
conduct supportive research projects, and guiding M.Sc. thesis and Ph.D. 
research work. 
Requirements include a doctorate in urban or regional planning, geography or 
computer applications, considerable professional experience in spatial planning 
and management, preferably in developing countries, proven research capabil- 
ity, and at least two years experience in graduate-level teaching and curriculum 
development. 
It is expected to fill this position in January 1995, at the rank of Assistant or 
Associate Professor depending upon qualifications. The initial appointment will 
be for two years, with a possibility of renewal, Salary and fringe benefits are 
commensurate with qualifications. Income tax on salary drawn from the 
Institute is paid by the Institute to the Royal Thai Government. 
Applications with a resume, names of three referees and the approximate date 
by which the applicant would be available should be sent to: 
| The Vice President for Academic Affairs 
Asian Institute of Technology | 
G.P.O. Box 2754 | 




















| Bangkok 10501, Thailand. 
| The closing date is 1 October 1994. 
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By Louise do Rosario 


omen may be the patrons of fash- 
W ion, but most of the world's best- 

known fashion designers are 
men. One of the few women to tip this 
gender imbalance is Hanae Mori, the first 
Japanese designer to break into the inter- 
national fashion scene three decades ago. 
Today, despite the emergence of young, 
trendy designers, Mori remains the doy- 
enne of the industry. 

Mori, 68, continues to symbolise com- 
mon sense and femininity despite a strong 
comeback of the hippy style of the 1960s 
and a neo-poor look reminiscent of the 
1930s. But these baggy, asymmetrical styles 
are not for Mori. One fashion critic once 
commented: “She designs for women who 
don’t like making an entrance, women 
who are quieter, not limelight women.” 

“Some people like avant-garde rag-like 
clothes, but I prefer clean, bright clothes,” 
says Mori, wearing for the interview a dark 
blue suit and a white shirt with a laced 
collar. “Mine are something you can wear 
anywhere in the world without feeling 
embarrassed.” 

Take, for example, a recent winter haute 
couture collection held in the five-storey 
Tokyo building named after her. In a sea- 
son when layers of long, oversized black 
clothing dominated the scene, Mori in- 
sisted on using bright colours like purple, 
scarlet and sapphire green. The tight-fitting 
suits were smartly cut, with variations con- 
centrated on the hemlines and collars. 
There was a generous use of bright acces- 
sories such as gold buttons, long dangling 
earrings and heavy belts. Her evening 
gowns were of soft materials such as silk, 
chiffon and velvet. Nothing spectacular, 
merely a feeling of reliability and comfort. 

Mori says women now tell designers 
what they want, rather than meekly accept 
whatever designers decide is the fashion 
for a particular season. “This is the era 
when women can make more choices,” she 
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Hanae Mori 
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Doyenne of Fashion 





Designer who broke into the international scene three 
decades ago is symbol of femininity 


says. “Until recently, men paid for the 
clothes and women wore the clothes men 
preferred them to wear. With economic in- 
dependence, women are buying clothes 
they feel comfortable wearing.” 

Some say Mori's designs are too con- 
servative, with a price tag that only rich 
wives or movie stars can afford. But her 
admirers see in her works enduring Japan- 
ese-style elegance, a subtle smartness that 
mature women endorse. 

Visitors to Japan see such charm in the 
neatly dressed middle-aged women on the 
streets of Tokyo. Lightly made up with 
meticulously combed hair, these women 
often wear well-ironed suits in neutral col- 
ours such as beige or light grey. Mori, with 
her shoulder-length hair and quiet man- 
ners, can melt into such a crowd easily. 

Mori was born to a doctor's family in 
Shimane, a mountainous area in south- 
western Japan, and still remembers its 
many beautiful butterflies and flowers. 
Married to a textile businessman 14 years 





Princess Masako in the Mori-designed bridal 
gown. 
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her senior, Mori set up her first shop in 
1951 in Shinjuku, central Tokyo. Soon, she 
was designing costumes for movies. After 
doing that for over 500 films, Mori 
launched her first overseas show, in New 
York, in 1965. She became an instant suc- 
cess. Westerners loved the unmistakable 
Japanese motifs of her designs, such as pat- 
terns of butterflies, cherry blossoms and 
Japanese calligraphy. 

In 1977, she became the first Asian ad- 
mitted to the prestigious Chambre 
Syndicale de la Couture Parisienne, whose 
21 members include such grand couturiers 
as Yves Saint Laurent, Christian Dior and 
Nina Ricci. She became one of the few 
Japanese faces that the world came to 
know, and she was often referred to affec- 
tionately as Madame Mori. 

Today, Mori is one of Japan's most 
powerful businesswomen, with a US$450 
million corporate empire and more than 70 
boutiques around the world. Her husband 
and their two sons run the business, while 
she concentrates on designing. 


ori's clients include the Japanese 
M royal family, wives of prime minis- 
ters and such celebrities as Nancy 
Reagan and Imelda Marcos. She designed 
the bridal gown of Crown Princess Masako 
Owada. A founder of the Association for 
100 Japanese Books, set up to promote Ja- 
pan's rich literary tradition, Mori is one of 
the few women awarded the Order of 
Merit, Japan's highest cultural honour. 
“People say Japan is difficult to under- 
stand, but young Japanese are getting more 
international," she says. Her own family is 
also international: both her sons are mar- 
ried to Western women. In an age when 
Japan constantly talks about "internation- 
alism," Mori sees fashion as an effective 
way to bridge cultural gaps. "Fashion 
knows no boundaries," she says. "I don't 
consider myself working only for Japan; | 
merely hope that what I do will make other 
people's lives richer and more useful.” w 
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Introducing Four Seasons Hotel Singapore. 


Having exceeded the demands of business travellers from Tokyo to Milan, Four Seasons now opens its 


doors at the business crossroads of Southeast Asia. The elegant understatement of our hotel belies the passion 


There’s a Business Center open seven days, a health club with Singapore's only air- 





E | d of our concierges, who can have your suit pressed within an hour, and your plane ticket issued in minutes. 
| conditioned tennis courts, even a Residents Lounge where you can catch up on the 
news or collect your thoughts for the business day ahead. Call your travel " Rm | | 
E T bur FouR SEASONS HOTEL 
counsellor or Four Seasons reservations office for details about the hotel | C 
MMU UTE 


p 0 that always goes the distance for you, in the heart of downtown Singapore. A Four Seasons + Recent HOTEL 
L 


190 ORCHARD BOULEVARD, SINGAPORE 1024 SINGAPORE. PHONE: (65) 734-1110. FAX: (65) 733-0682. OPENS JULY 1994. 


opens in Singapore 


my 


anart Suntec tC th Be NAAA A Na EANNAN TEA DAA e AE UA Mat EOE dg a 








ION aoe AI E E E EAE E AAAA EA A A A e y NRA Nd py E E TAE AAE E A A A AAA a a a e PAAA eA AAAA AAAA AAP matte REA Ren Re ANON OANA NAP he eR NO en ALR A AAA N AANA A AAAA AAAA AANA m anay . 





















: DON’T A 
IT’S POSSIBLE. ASK FRAMATOME 
TO MAKE IT POSSIBLE. 


No.1 nuclear power plant vendor in the world. 
No.1 nuclear fuel assembly manufacturer in the world. 
No.1 in Europe and No.3 worldwide in connector manu- 
| facturing. A key player in high-tech mechanical engineering. 

Throughout the world, Framatome employees are 
displaying their talents. With commitment, they overcome 
technological challenges to bring your projects to life. 
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Asia will welcome over 80 million tourists by the year 2000. 
(How do you capture this market while preserving the environment? 


YTL's home is in Malaysia, a country that attracted 
over six million visitors in 1992. If the trend continues, in the 
year 2000, 13 million people will visit Malaysia and spend more 
than US$6.4 billion. A booming tourism industry needs an 
environmentally caring tourist developer. 

YTL has combined exclusivity with environmental care 
in its new and elegant Pangkor Laut Resort. To quote Luciano 
Pavarotti, a "| almost cried to see 


how beautiful God has made this paradise." 


recent visitor to the island, 


Another of its tourism successes is the celebrated 
E & O Express train which plies its leisurely journey from 
Singapore, via Kuala Lumpur, to Bangkok. En route, travellers 


YTL Corporation Berhad, 55 Jalan Bukit Bintang, 55100 Kuala Lumpur, 


experience the lush Malaysian tropical countryside, described as 
330,000 square kilometres of Kew Gardens. 

Since 1955, the YTL Group has been a leader in the 
development of the infrastructure so necessary for the contin- 
ued successful expansion of Malaysia's economy; in construc- 
tion contracting, property development, hotels and resorts, 
manufacturing and power generation. 

If you would like to help welcome the millions of 
visitors to Malaysia and the Asian region, | 
talk to us. 


Malaysia. Fax: 603-2421477 
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Mother Tongue 

I read with interest your article Tongue- 
Tied [June 30] regarding the Hong Kong 
school system, in which students are 
taught in English but speak Cantonese. 

In it Chinese University lecturer W. K. 
Kan asks, "Where else in the world is the 
teaching medium a second language and 
not one's mother tongue?" I know of one 
place: Malaysia, where I grew up and spent 
16 years attending government schools. 
The teaching medium is Bahasa Malaysia; 
the students are Malay, 
Chinese, Indian and, 
like myself, Eurasian. 
Bahasa Malaysia is the 
mother tongue for only 
the Malays. For the 
Chinese in Malaysia it 
is predominantly 
Hokkien or Cantonese; 
for the Indians it is 
Hindi and for Eura- 
sians, predominantly 
English, possibly Por- 
tuguese or Spanish. Yet 
we all managed a high 
level of fluency in writ- 
ten and spoken Bahasa 
Malaysia while con- 
tinuing to converse in 
our mother tongues outside the classroom 
and at home. 

The real issue in Hong Kong is not lan- 
guage: it is attitude. Cognito College 
graduate Angus Mui, quoted in the open- 
ing paragraph of the article, put his finger 
on it when he said that “most of us just 
read comics, day-dreamed or fell asleep.” 
Students in Hong Kong are simply not in- 
terested in education the way it is now ad- 
ministered; certainly if teachers are allow- 
ing students to read comics, day-dream or 
fall asleep, then why should they do any- 
thing else? And if, like Angus Mui, they 
manage to “graduate anyway” despite be- 
ing incapable of coherence in the language 
in which they have been taught, then what 
motivation do they have for improvement? 

SUZANNE MIAO 
Hong Kong 


Yankee Panky 
Your April 21 editorial on the Clinton ad- 
ministration’s double-speak does a good 
job of analysing the positions asserted by 
the president and his trade representative, 
Mickey Kantor. The concept of “social 
dumping” could come only from an ad- 
ministration so dominated by lawyers that 
simply changing definitions to suit its ob- 
jectives seems to become reality. 

There can be little or no doubt that the 
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Clinton administration has little or no un- 
derstanding of free-trade economics. Its 
willingness to push the concept of dump- 
ing past the already questionable standards 
of previous administrations into “social 
dumping” only confirms this. I would ask, 
however, that you keep in mind that the 
managed trade of the Clinton administra- 
tion does not necessarily reflect the views 
of most Americans. 
WILLIAM O. HESSIAN 
Tucson, Arizona 





Schoolgirls in Malaysia: no attitude problems here. 


Computer Literate 

Governmental overregulation and faculty 
resistance will continue to make it difficult 
for Japanese universities to change the 
ways they teach and use technology. Keio 
University [Learning to Think, June 30] 
innovated by opening a new campus; 
Miyazaki International College (Mic) did so 
by starting a new institution. Like Keio, MIC 
emphasises active learning, critical think- 
ing, computer literacy and a modern li- 
brary. Of perhaps equal importance, MIC’s 
liberal-arts programme is taught in English 
so that its bilingual graduates will be able 
to cross national and cultural boundaries 
with the same ease with which they navi- 
gate the Internet. 

Will Keio, MIC or the smaller number of 
other innovative institutions have a major 
effect on higher education in Japan? Per- 
haps not, unless market forces are permit- 
ted to moderate bureaucratic planning dur- 
ing the next six years. The 25% drop in 18- 
year-olds during that time may have a 
greater effect on higher education in Japan 
than any regulations the Ministry of Edu- 
cation can promulgate. 

ROBERT BIRNBAUM 
Vice-President and 

Dean of Faculty 

Miyazaki International College 
Miyazaki 

Japan 
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The Rights Stuff 

There was a central inaccuracy regarding 
Hill and Knowlton in your June 2 article 
on Indonesia's past and current lobbying 
in Washington [Tarnished Image]. 

While Hill and Knowlton was hired in 
1977 to handle an international financial 
crisis for Pertamina, we were not hired to 
lobby in the U.S. on this issue. Throughout 
our long tenure working with Indonesia, 
our firm's primary mission was to com- 
municate the successes of the country's 
economic planning. While the country's 
government deserves all of the credit for 
its successful and at times courageous eco- 
nomic policy-making, we believe we did 
an excellent job in promoting these eco- 
nomic successes overseas. 

On occasion Hill and Knowlton did 
lobby on economic and development is- 
sues on Capitol Hill. These issues included: 
intellectual property rights and Super-301; 
trade restrictions on palm oil; and support 
for Indonesia's immensely. successful 
population planning programme. Our role 
was effective on all of these issues, and our 
clients knew and appreciated this. 

Hill and Knowlton did not work on 
human-rights issues for Indonesia. This 
was a decision we communicated to our 
clients, in the late 1970s and one we 
reiterated following the Dili massacre in 
1991. At that time, our clients practised 
their freedom to advocate by hiring a com- 
petitor firm to handle human rights. 

Hill and Knowlton is proud to have 
served the mandate we had from the Indo- 
nesian Government. We are proud to have 
promoted Indonesia's historic economic 
successes. We regret only that you were 
not savvy enough to hear the sounds of 
axes grinding when reporting this story. 

t _ KENNETH L. ALTMAN 
Executive Vice-President 
, Hill and Knowlton USA 
ie | New York 
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Correction 

Hugh Young is managing director of Abtrust 
in Singapore. His company's name was 
misstated in the June 16 Shroff column, 
"Everyone Invited." And in that same 
column, the name of the Indonesian civil- 
service pension fund, Taspen, was misspelled. 
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ee Troes nothing flashy about us”, protests Walter 
W. Macauley, Regional Management, UBS. “We serve our clients 
quietly. When we land a major deal, we don’t broadcast it. When our 
clients reap hearty dividends on investments, we don’t advertise 
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Protect consumers, not airlines 


Pacific Century, Asia finds itself a region increasingly 


A s we approach what many are already calling the 


stitched together by sophisticated phone and satellite 


|. links. Still, there's nothing quite like face-to-face human con- 
tact to oil the wheels of trade. Trouble is, travel will remain 
. unnecessarily expensive so long as Asian airline policy re- 
mains guided more by national ego rather than economic 
horse sense. 

. The basic problem is that in a world economy fast mov- 
|. ing towards multilateral agreements, air travel remains com- 
plicated by bilateral arrangements. A hypothetical Cathay 

Pacific flight from Manila to Hong Kong to Seoul, for exam- 
ple, would require agreements with both Seoul and Manila; 


if Cathay were then to take the flight from Seoul to Los | 
Angeles it would have to negotiate U.S. approval not only | 
for the last leg of the flight but also for the Hong Kong and | 
Manila portions. The upshot of all this is a Byzantine array | 
_ Asia suggests we rethink some of the assumptions behind - 


of 2,600 separate bilateral agreements. 


In Asia the Orient Airline Association (OAA) wants to | 
take another look at these agreements, which it says unduly | 
favour the Americans. If it were arguing for greater access | 
, exchange rates that helped rebuild Europe and usher in : 
, unprecedented prosperity; no one watching the yen-dollar |. 
agreements simply to restrict outside access in the region — | 
with the hapless Asian air traveller footing the bill in the - 
. Fifty years and US$300 billion after its start, it is far from 

Nor would this be a short-term deal. In the latest issue of | 
Orient Aviation, a senior vice-president for All Nippon Air- | 
ways, Taiji Kameyama, puts it bluntly. Even by 2010, he | 
says, "Asian airlines will not be sufficiently prepared to com- | 
. good projects. But it is to suggest that the whole idea that 


to the U.S. domestic air market, it would have a point. But 
what the OAA really wants is to renegotiate these bilateral 


form of either higher ticket prices or higher taxes. 


pete on a level footing with U.S. and European carriers, and 


I believe that the OAA will have an increasingly important | 
role to play in protecting the interests of its members." In | 
other words, in a world where even the cossetted textile | 
industry will finally have to deal with competition, folks | 
like Mr. Kameyama are pushing for new arrangements that | 
fifteen years from now will still have Asian consumers pay- 
, add that such practices stand in stark contrast to market- 


ing more for less. 


This, of course, is absurd. Just as every country cannot 
expect to have its own auto industry, every nation cannot | 
hope to support a competitive airline. Asian carriers gener- | 


ally don't make their figures public, but a 1993 Merrill Lynch - 
study that compared the average cost per available seat- | 
mile found that most Asian carriers had higher costs than | 
their American counterparts; indeed, JAL's costs were more | 
| than double. Nor can this be attributed to better service. To 
|. the contrary, Singapore Airlines' service is second to none, | 


| yet its costs here were less than most U.S. airlines’ — and 

Singapore itself operates perhaps the most open airport in 
the region. 

In the end, someone has to pay, and in Asia the true 


costs are being paid by everyone else: those who travel, | 
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| IMF and the Developing World, “A poorer bank would be a 
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either on holiday or business, and those who make money - 
trom travellers, whether they be restaurants, hotels, tourist 
spots or other, would-be traders. Adam Smith would not be Lk 
surprised to find airlines trying to protect themselves at the | - 
cost of everyone else. But he might be startled by the number | 
of governments who let them get away with it. " 


Borrowed Time 


World Bank tums 50 | 
W e hate to be party poopers. But as the World Bank - 





celebrates its 50th birthday this month, we think 
this a good time to break from the festivities and 
take stock of some of the lessons of development we have 
learned since then. In particular the economic boom of East 





the bank itself. 
The World Bank owes its birth to the same meeting in 
Bretton Woods in 1944 that gave the world a fixed system of 


fluctuations need be told that the Bretton Woods system has | 
since broken down. The bank has had more mixed success. 


clear that the World Bank represents any solution to pov- 
erty. Indeed, evidence suggests the mammoth lending agen- 
cies may themselves be part of the problem. 

This is not to say that the bank has not given us some 


the problem of development is a lack of capital is suspect, as 
is the solution of lending either directly to governments or 
with a government guarantee. Even the bank's own internal 
studies raise questions: its 1992 Wapenhans report listed 
37.5% of projects completed in 1991 as “unsatisfactory”; we 
wonder what an outside audit might have said. We might 


oriented, grassroots lenders such as Opportunity Interna- 
tional or Grameen Bank, which set market rates even for the 
poorest of the poor and are careful not to pervert incentives 
and distort markets by flooding areas with too much money. 
The point, surely, is that even with the best of intentions 
World Bank bureaucrats loaning out taxpayer dollars to or 
through governments simply do not have the economic in- 
centives for performance that operate in the private sector. If 
this is to change it requires first a little more modesty about | 
what the bank might accomplish, a modesty best enforced 








by cutting back or at least freezing its capital request. As fim - 
Bovard argues in Perpetuating Poverty: The World Bank, the 








wiser bank — and a better friend of the Third World." ES 
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the successful launch of its 
Pacific Ocean Region satellite 
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While some companies see the world in global 
terms, we prefer to view life from a more local 
perspective. 


The reason? Komatsu believes that local thinking 
is the best way to start building a better world, and 
we put our thinking to work on a global basis. 


We rely on localization of management, research, 
development, and production to make the world's 
most powerful, productive construction and 
industrial machines. We promote free exchange 
of ideas and technology through our global 
network of independent local subsidiaries. 
We also stress strong cooperation with local 
partners, sharing opportunities for global growth. 


Think locally. Act globally. Komatsu takes this 
motto to heart as we strive to build better 
machines and better ways to build them. In 
communities around the world. 
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In Other Words 





“ A husband especially must 
obey his wife's order. ” 


Chinese Premier Li Peng explaining the 
secret of his successful 36 years of 
marriage. 


“ The fact is, my forefathers 
never agreed to live under 
white man's laws. ” 


Thomas Sullivan, an Aborigine convicted 
of murder, arguing that he should not be 
subject to Australian law but instead 
treated as a war criminal. The judge 
rejected the argument and sentenced him 
to 14 years in prison. 


Eid gem “a È 


BIG BROTHER IS NO LONGER WATCHING... 


NEWS ITEM: DEATH OF 'GREAT LEADER' KIM IL SUNG MEANS A NEW ERA 


FOR NORTH KOREA. 


“He is not an ambassador 
but a devil. ” 

Thai Army commander Gen. Wimol Wongwanich on the 
former U.S. ambassador to Thailand, Morton Abramowitz, 
who wrote an article citing official Thai support for the 
Khmer Rouge. 


“ Pakistanis are more concerned with high 
alcohol than taste. ” 


M. P. Bhandara, chief executive of Murree Brewery, 
on the success of his new Murree Classic beer. 
Alcohol is officially banned for most of Pakistan's 

population. 





NEWS ITEM: NORTH KOREA'S NEW LEADER, KIM JONG IL, REMAINS 


"|t was very well-timed. Kim Il Sung 
must have had the interests of the 
stockmarket in mind. ” 


James Oborne, head of research at stockbroker W. |. Carr 
in Seoul, on the announcement of Kim Il Sung's death 
just after the market closed on Saturday, which 
minimised volatility. 


"^ | liked his helicopter. ” 


New World Development General Manager Paul Tong, 
on why the Cheng family — which controls 
New World — teamed up with U.S. property tycoon 
Donald Trump for a US$2 billion luxury-flat project 
in Manhattan. 


** 1 want to launch a Boxer Rebellion II!” 


Hong Kong entrepreneur David Tang on the launch of his 
new department store, Shanghai Tang. Devoted to 
traditional Chinese products, the store is hoping to 

produce an upscale Chinese label that will compete with 

Western ones. 


“ This is completely new. | have never 
heard of this. "' 


Deputy Director Tsai Tsai-fung of Taiwan's interior 
ministry, on a formal request by a man to allow 
homosexuals to marry. 


“ Something of a flake. ” 


Former CIA Director Robert Gates on North Korea’s new 


AN ENIGMA TO OUTSIDERS. Yu Ki Song/The Segye Times leader, Kim Jong Il. 
Please share quotes you see: REVIEW, GPO Box 160, Hong Kong, or fax (852) 503 1530. 
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INTELLIGENCE 





Another Kim Legacy 


The recent arrest in Macau of North 
Korean businessmen for possession of 
US$600,000 in counterfeit bills apparently 
wasn't the end of the story. After a Beijing 
hotel's refusal to accept travellers’ cheques 
a few weeks ago, a visiting American dip- 
lomat went across the street on the advice 
of the hotel clerk to cash his cheques. On 
his return, however, the clerk refused to 
accept one of the bills, saying it was a for- 
gery. Faced with the diplomat's vociferous 
protest, the clerk eventually agreed to take 
the bill, saying “Okay, no problem. I'll pass 
it on." Travellers from the Chinese city of 
Zhuhai, meanwhile, were arrested in Japan 
when they tried to purchase goods with 
forged US$100 bills. Sources believe that 
the high-quality forged dollar bills that 
have shown up recently in Hong Kong, Ja- 
pan and China may have come from the 
same North Korean operation. 


Summit of Summits 


Discussions are under way over the 
possibility of a bilateral meeting between 
President Bill Clinton and Indonesian 
President Suharto on November 16, a day 
after the leaders’ summit of the Asia- 
Pacific Economic Cooperation (Apec) fo- 
rum. Clinton is expected to arrive in Ja- 
karta on the evening of November 14, then 
travel the next morning to the presidential 
summer palace at Bogor, 60 kilometres 
south of the capital for the meeting with 
the 17 other Apec leaders. The Bogor sum- 





Suharto: Clinton to come? 


mit is being organised along the lines of 
last year's rendezvous in Seattle, where 
only a press pool and a few senior officials 
from each delegation were permitted to 
accompany the phalanx of leaders. Details 
of the Apec agenda have yet to be offi- 
cially announced, but current planning 
calls for five days of senior official-level 
meetings at Jakarta's Hilton Convention 
Centre from November 6-10, followed by 
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the ministerial conference on November 
11-12. 


Truth and Justice 


Prince Norodom Chakrapong, who fled 
to Malaysia after an abortive coup attempt 
in Phnom Penh, is not finding much solace 
from his father, King Sihanouk. Although 
it was intervention by the King and Queen 
that enabled Prince Chakrapong to find 
temporary refuge in Malaysia, the King has 
made it clear that he is not ready to ab- 
solve the prince. Responding to Prince 
Chakrapong's claim of innocence and his 
appeal that he be judged by his father, the 
King curtly told his son he couldn't judge 
because he didn't know the truth. 


Mending Fences 


America’s China policy appears to be 
on the mend, finally. Commerce Secretary 
Ron Brown's visit to Beijing late next 
month is expected to be relatively free of 
rancour, now that the thorny issue of link- 
ing human rights in China to preferential 
trade with the U.S. is out of the way. A 
month later, Defence Secretary William 
Perry will be calling on his Chinese coun- 
terpart to solidify cooperation in military 
matters. Official sources in Washington do 
not rule out the possibility of President Bill 
Clinton himself making a quick swing 
through China in mid-November, when he 
is scheduled to go to Jakarta to attend the 
summit of the Apec forum. 


Wrapped in a Foreign Flag 


Concerned by intensified Chinese naval 
patrol and exploration activity in the 
waters around the Spratly archipelago, 
Vietnam is seeking new surveillance capa- 
bility. One solution has been to hire for- 
eign-registered fishing trawlers, equip 
them with snooping devices and place 
Vietnamese naval intelligence officers on 
board. Hanoi hopes that by flying foreign 
flags, the vessels will not attract as much 
Chinese attention as would Vietnam's red 
and gold flag. 


Salomon Debut 


Salomon Brothers intends to set up an 
equity research office in Bangkok by Sep- 
tember, according to industry sources. The 
firm will be the first U.S. investment bank 
to open a local research operation to follow 
the Thai stockmarket. Sources indicate that 
other U.S. investment banks, including 
Merrill Lynch and Goldman Sachs, are con- 
sidering similar moves. 
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Weve put one 


billion dollars where 
others have only put 
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The time for just talking about global telecommuni- 
cations is over. 

BT and MCI are pooling $1 billion in resources to 
create Concert, the first company ever dedicated to making 
fully integrated global telecommunications a reality. 

This joint venture is a powerful partnership. BT is the 
UK's largest company, and one of the world's leading 








suppliers of international telecommunications. MCI is 
the second largest long-distance carrier in the US, and 
internationally one of the world's fastest growing. 
Concert’s range of services are available through 
BT and MCI. 
The power to orchestrate global business telecom- 
munications is now yours. 


CONCERT 


Global Communications from BT and MCI 


FOR MORE INFORMATION CONTACT YOUR BT ACCOUNT MANAGER, OR CALL BT ON + 44 272 217217. CONFIRMATION OF THIS JOINT VENTURE IS SUBJECT TO REGULATORY APPROVAL, 
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Sis anchorage at each cable end 


contains 60,000 tons of concrete. 


From the bedrock of sound principles 
comes the carefully constructed ability 
to stand the tests of years to come. 
A structure that rises to the occasion. 


For relationships that stand through time. 
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Tris Ministry of 
Justice gives evidence in favour 


ka] 


For more than 100 years, the 
Government of Western Australia has 
been committed to ensuring the Legal 
System is able to provide an independent, 
responsive and efficient system of justice 
where all are equal before the law. 

To help achieve this objective, the 
Crown Law Department, now incorporat- 
ed within the Ministry of Justice, decided 
on an open systems technology strategy, 
to enable it to better service the changing 
administrative needs of its Law Courts. 

Now, four and half years into a 
six year program to computerise the 
Courts, Unisys in conjunction with other 
vendors, has worked closely with the 
Ministry in the implementation of the 
strategy. 

Today, within a distributed envir- 
onment, the Ministry has more than 
25 Unisys UNIX processors installed 
running a vast array of software. These 
applications range from those developed 
by the Ministry to support packaged 
software such as records management, 
financial 


management and library 


systems plus purpose built systems 


© Unisys Corporation 


of Open 


UNISYS 


developed in ORACLE to provide 


comprehensive case management and 
imaging systems. 

These systems support areas such 
as the Supreme Court with a "comput- 
erised court" system to manage complex 
commercial trials. In the Magistrates 
and District Courts, the Unisys systems 


include records management and forms 





We make it happen. 


systems. 





processing. Judicial support is also avail- 
able in all jurisdictions. 

Through this open systems 
strategy the Ministry of Justice is enjoying 
significant benefits. It has also automated 
previous time-consuming manual tasks, 
speeding up court processes. 

In an ever changing environment, 
this open approach also allows the 
Ministry to more easily implement its 
plan of quickly gaining the benefits of 
other technologies such as client/server. 

Call Unisys about how we can help 


you win the case for a more open future. 





Sales Offices: Australia: 61-2-963 6000 « China: 852-879 3800 « Hong Kong: 852-879 3800 India: 91-22 493 3560 * Indonesia: 6221-548 5580 è Korea: 822-768 1114 * Malaysia: 603-263 2988 e New Zealand: 64-4-471 2680 © Pakistan: 92-21-568 1062 * 
Philippines: 63-2-892 2011 e Singapore: 65-224 8333 e Taiwan: 886-2-735 4567 * Thailand: 662-266 6464 « Vietnam: 844-227 691 Distributors: Bangladesh: Primax Computers 880-2-516921 ° Sri Lanka: Datatech Ltd. 94143779 








REGIONAL BRIEFING 





BANGLADESH 


Anti-Fanatic Alliance 


The Left Democratic Front 
(LDF), an alliance of left-leaning 
political parties, is trying to get 
the opposition Awami League 
to participate in a "grand 
convention" in Dhaka on July 
27 to mobilise public opinion 
against the rise of 
fundamentalism. The LDF has 
criticised the League for 
allying with the rightwing 
Jamaat-e-Islami in a bid to 
force the government to hold 
the next general election 

under a caretaker 

government. However, the LDF 
too has condemned writer 
Taslima Nasreen, under 

death threats for allegedly 
making statements against the 
Koran. 


HONG KONG 
Official Snub 


Bilateral relations between 
Britain and China, frosty over 
Governor Chris Patten’s bid to 
introduce more democracy in 
Hong Kong, received another 


Goodlad: is anyone there? 


blow when China snubbed 
Alastair Goodlad, Whitehall’s 
minister with special 
responsibility for Hong Kong. 
The rebuff came when a 
scheduled meeting between 
Goodlad and Lu Ping, director 
of China’s Hong Kong and 
Macau Affairs Office, was 
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abruptly cancelled. However, 
Goodlad did meet Foreign 
Minister Qian Qichen. 


MALAYSIA 
Difficult Guest 


The Cambodian Government 
has requested that Prince 
Norodom Chakrapong, an 
alleged participant in an 
abortive coup in Phnom Penh, 
depart from Malaysia before a 
visit by Cambodian premiers 
Prince Norodom Ranariddh 
and Hun Sen, Malaysian 
Foreign Minister Datuk 


Abdullah Ahmad Badawi said. 


Chakrapong has been staying 
in Malaysia since the alleged 
coup was foiled on July 3. No 
date has been fixed for the 
visit by the Cambodian 
leaders. 


CHINA 
Dissidents on Trial 


China put 14 dissidents on 
trial in the largest such 
prosecution since the 1989 
Beijing massacre trials. Those 
being tried have been in 
custody on charges of 
counter-revolution since mid- 
1992. The trial was postponed 
in April, dissidents say, to 
avoid influencing 
Washington’s decision on 
China’s most-favoured-nation 
trading status. 


UNITED STATES 


Central Asian Fund 


President Bill Clinton 
appointed former New York 
Congressman Stephen Solarz 
to be chairman of a new 
Central Asian-American 
Enterprise Fund to promote 
investments in the former 
Soviet republics of 
Kazakhstan, Kirgyzstan, 
Uzbekistan, Tajikistan and 
Turkmenistan. The United 
States plans to capitalise the 
fund with US$150 million in 
foreign aid over the next three 
to four years. 





Chavalit: an extra post. 


THAILAND 
New Deputy PM 


Thailand’s Interior Minister 
Chavalit Yongchaiyudh has 
assumed a second cabinet 
position as deputy prime 
minister, an official in the 
prime minister's office said. 
The leader of the New 
Aspiration Party (NAP), one of 
five in Thailand’s ruling 
coalition, replaced Amnuay 
Virawan, who resigned from 
both the NAP and his post 
last week to form a new 
party. 


BBC Deal 


The British Broadcasting Corp. 


will build a radio transmitter 
in central Thailand’s Nakhon 
Sawan province. The station 
will improve reception of the 
World Service for listeners 
from Beijing to Bombay. Thai 
Foreign Minister Prasong 
Soonsiri and British officials 
signed an agreement to 
construct the US$46.8 million 
station. 


SOUTH KOREA 
Information Act 


The opposition Democratic 
Party will fight for an 
Information Disclosure Act 
designed to allow citizens to 
seek facts from government 
agencies, a senior party source 
said. The move follows the 
recent launching of a 
committee in the National 
Assembly empowered to 
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review the budgets and 
activities of all intelligence 
organisations. 


VIETNAM 


Wellington's Embassy 


Visiting New Zealand Mirfter 
of Foreign Affairs Don 
McKinnon told Vietnamese 
Foreign Minister Nguyen Man 
Cam that Wellington would 
set ùp an embassy in Hanoi in 
the second half of 1995. 
McKinnon said an embassy 
would facilitate growing trade 
between the two countries and 
assist New Zealanders now 
working in Vietnam. New 
Zealand contributed troops to 
the American side in the 
Vietnam conflict. 


BURMA 
No Compromise 


Opium warlord Khun Sa's 
declaration of independence 
for northeastern Shan state last 
December was unacceptable, 
the Rangoon junta's 
intelligence chief, Lieut.-Gen. 
Khin Nyunt, said on July 17. A 
day earlier, Khun Sa offered to 
give himself up in return for 
Shan independence and 
withdrawal of Burmese forces 
from the area. The junta had 
offered to destroy Khun Sa in 
exchange for U.S. arms. 
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.CMIP OFF THE 
Ko OLD BLOCK! 


NORTH KOREA 


Kim Jong II appears to have consolidated power, but he's 
leaving the ship of state on a collision course with South Korea 
and the United States over nuclear safeguards. 


By Shim Jae Hoon in Seoul 

he respite lasted only a week. Kim Il 

Sung's body was still lying in state 

in Pyongyang when the loudspeak- 
ers along the 250-kilometre demilitarised 
zone crackled back to life, broadcasting fa- 
miliar North Korean invective at the South 
Korean and United States troops guarding 
the last Cold War border. 

Radio Pyongyang also jumped back 
into the fray, denouncing South Korean 
President Kim Young Sam as "unaccept- 
ably rude" for placing his armed forces on 
alert while the North was mourning its 
dead leader. “He cannot be called a respon- 
sible leader, even less a decent human be- 
ing," it fumed. 

The broadcasts shattered the temporary 
peace that had followed the death of Kim 
Il Sung on July 8, as his son and desig- 
nated successor, Kim Jong Il, concentrated 
on consolidating power. By July 19, when 
members of the party and government 
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lined up behind him for the state funeral, 
there were strong indications that Kim's 
takeover was effectively complete. The 
state-run radio and newspapers reported 
that “Dear Leader" Kim Jong Il, 52, now 
stood "at the head of the party, adminis- 
tration and the people's armed forces." 

In the eyes of South Korea and the U.S., 
it was not an auspicious start. The attack 
on Kim Young Sam raised doubts in Seoul 
over Kim Jong Il's interest in a North-South 
summit, an idea proposed by his father 
and officially "postponed" by Pyongyang 
following the elder Kim's death. 

Even more unsettling than Radio 
Pyongyang’s commentaries, however, was 
Kim Jong Il's silence over the critical issue 
of nuclear safeguards. For diplomatic ob- 
servers, Kim's handling of the issue will be 
viewed as the first major test of his leader- 
ship. But nearly two weeks after the Great 
Leader’s demise, North Korea had given 
no sign of its intentions, aside from an early 
pledge that talks with the U.S. would 
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Back to the Brink 


resume at an unspecified date shortly after 
the funeral. 

Time is becoming increasingly impor- 
tant in the on-going nuclear drama. Dip- 
lomatic sources say that during the third 
round of high-level U.S.-North Korean 
talks in Geneva in early July, North Ko- 
rean Vice-Foreign Minister Kang Sok Ju in 
effect set a six-week deadline for Wash- 
ington to offer concessions to Pyongyang 
if it wants North Korea to maintain its 
promised freeze on plutonium reprocess- 
ing. 

According to the sources, Kang told his 
U.S. counterpart, Robert Gallucci, that for 
safety reasons, Pyongyang could not wait 
beyond the end of August to start reproc- 
essing the 8,000 spent fuel rods now stored 
in a cooling pond at the Yongbyon nuclear 
facility. A longer delay would lead to cor- 
rosion of the metal tubes containing the 
uranium fuel core, he claimed. The impli- 
cation of Kang's statement was that unless 
the U.S. offered diplomatic recognition to 
North Korea and took steps to provide it 
with a light-water reactor soon, the nuclear 
freeze promised by the late President Kim 
Il Sung to former U.S. President Jimmy 
Carter would be abandoned. 
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The statement reinforced the impression 
that North Korea was considering remov- 
ing the spent fuel rods from the pool with- 
out the supervision of the International 
Atomic Energy Agency (IAEA), a notion 
unacceptable to the U.S. In fact, Clinton 
administration officials have demanded 
that those rods be permanently removed 
from North Korea or sealed in watertight 
concrete casing. For the time being, those 
rods are under the close supervision of two 
IAEA officials posted at Yongbyon, who 
make daily reports by telephone to the 
United Nations agency's headquarters in 
Vienna. 

Kim's political future may depend on 
how he resolves the nuclear standoff. He 
has almost no room for manoeuvre, how- 
ever, because North Korea's nuclear deve- 
lopment program is strongly supported by 
the military establishment, whose backing 
he needs to consolidate power, according 
to North Korea-watchers in Seoul. So for 
the short term, at least, Seoul is expecting a 
period of tough talk from Pyongyang as 
Kim tries to show the military that he is "a 
leader whom they can count on," says a 
South Korean official, speaking on condi- 
tion of anonymity. 

Even the most optimistic analysts say 
Kim would need significant concessions 
from the U.S. and South Korea before 
agreeing to give up developing nuclear 
weapons. Others are even less sanguine. 
“I doubt North Korea would ever give up 
its nuclear option, as it treats it as a last 
recourse to preservation of its regime," 
Suh Dae Sook, a specialist on North Ko- 
rea, said in a South Korean newspaper 
interview. 

Sound intelligence from North Korea is 
hard to come by, however, and South Ko- 
rea is showing both concern and confusion 
over the implications of Kim Il Sung's 
death. Whom Kim Jong Il picks to run the 
party and government should shed light 
on his attitude towards the nuclear and 
longer-term issues, notably economic re- 
form, an official says. Many of these indi- 
cations should emerge if he calls a congress 
of the Korean Workers Party, which has 
not convened since 1980. 

Kim Jong Il's image in South Korea was 
cast in a sinister light when a respected 
university chancellor accused him of hav- 
ing personally instigated violent demon- 
strations by South Korean students. "Kim 
Jong Il directs pro-juche radicals through 
the Socialist Youth League in Pyongyang, 
which in turn directs the Socialist Labour 
Alliance in Seoul mobilising students," Fr. 
Pak Hong, president of the Jesuit-run 
Sogang University in Seoul, said during a 
July 18 meeting with President Kim Young 
Sam. 


The government had made similar alle- 
gations in the past, but it was the first time 
a prominent academic had backed the 
view, and Pak's statement attracted wide- 
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spread attention. 

The North Korean capital of Pyong- 
yang, meanwhile, turned into a sea of hu- 
manity on the morning of July 19 as an 
estimated 2 million people lined the boul- 
evards, weeping and wailing as the hearse 
carrying Kim Il Sung moved slowly 
through the city to Kumsuan Presidential 
Palace, where his body is to remain on dis- 
play in a glass coffin. At the stroke of noon, 
people all over the North bowed their 
heads, observing three minutes of silence 
for the only president they have known 
since the founding of the Democratic Peo- 
ple's Republic of Korea in 1948. 

North Korea shut its borders to most 
foreigners until after the funeral, fearing — 
according to South Korean analysts — that 
the presence of foreigners could spark 
open displays of dissent. In the past year, 
repeated reports of food shortages have 
come out of North Korea, suggesting that 
the isolated country is paying a heavy price 


Kim Young Sam: too rude for Pyongyang. 


for its loss of support from the former com- 
munist bloc. 

According to a Moscow radio broad- 
cast, North Korean officials had to dip into 
emergency rice stockpiles to feed the hun- 
dreds of thousands of mourners in Pyong- 
yang. The regime fears that a food short- 
age during the mourning period could 
touch off rioting, it said. South Korean 
media, meanwhile, reported that mourn- 
ing in areas of North Korea near the 
Chinese border was far more muted than 
the scenes of grief broadcast from Pyong- 
yang. 

The reaction of leftist South Korean stu- 
dents was hardly muted. Large demonstra- 
tions erupted in Kwangju and other cities 
as students clamoured for the removal of 
U.S. troops from the peninsula and urged 
the National Assembly to reject trade-liber- 
alisation bills ratifying the Uruguay Round 
of Gatt. 

Kim's decision to postpone his father's 
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funeral by two days fanned dissension in 
the South, intentionally or not. The delay 
made it possible for some leftwing South 
Koreans, not to mention Koreans living in 
Japan and the U.S., to attend the funeral in 
Pyongyang in defiance of Seoul's explicit 
ban under the National Security Law. 

South Korean political circles were 
sharply divided over the matter of paying 
last respects to the late North Korean dicta- 
tor. Lee Ki Taek's opposition Democratic 
Party provoked public outrage after some 
of its ranking members called on the gov- 
ernment to send a "condolence mission" to 
Pyongyang. Rep. Lee Pu Yong, a former 
dissident, defended the proposal, saying 
that the Cold War had ended. His argu- 
ment failed to silence criticisms from the 
North Korean refugee community and 
other conservative segments of South Ko- 
rean society, such as those who lost rela- 
tives during the 1950-53 Korean War. 

Perhaps even more controversial than 
the Democratic Party's call was a trip to 
Pyongyang by Pak Bo Hi, the second-rank- 
ing figure of the rightwing Unification 
Church and publisher of the Segye Times 
newspaper in Seoul. According to Unifica- 
tion Church watchers, he was sent to con- 
vey condolences by order of the Rev. Moon 
Sun Myung, who met with Kim Il Sung in 
1991. Some press reports linked Pak’s con- 
dolence mission with a more worldly plan 
by Moon to clinch a business deal with the 
North Korean government, but this was 
not confirmed. 

Whatever the motives for Pak’s trip, it 
astonished Seoul's intelligence community. 
Moon, himself a refugee from the North, 
runs a rabidly anti-communist training 
centre for national policemen and other se- 
curity agents in South Korea. South Ko- 
rean authorities, who routinely prosecute 
radical students and others who show sup- 
port for Pyongyang, say they have no al- 
ternative but to investigate Pak when he 
returns home. 

President Kim Young Sam made clear 
that for the government, condolences were 
out of the question. On the eve of the fu- 
neral, he issued a statement condemning 
Kim Il Sung for starting the Korean War. 

"History has already passed judgment 
on Kim Il Sung as being responsible for a 
number of national tragedies, especially the 
perpetuation of territorial division and the 
fratricidal Korean War," said the statement, 
read at a cabinet meeting by Prime Minis- 
ter Lee Yung Duck, a tough anti-commu- 
nist. 

Officials say the South Korean govern- 
ment was simply putting its position on 
Kim's death on the record, and that the 
statement should not be construed as sig- 
nifying opposition to an eventual meeting 
with Kim Jong Il. But for observers, it was 
evident that Kim Young Sam was making 
clear that he would not go to the point of 
appeasement in pursuit of a summit. — 8 
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JAPAN 


Western Front 


Defence strategists plan for a post-Cold War world 


By Charles Smith in Tokyo 
J peo defence community — long 








pre-occupied with the Russian mili- 

tary threat in Northeast Asia — has 
now concluded that North Korea's sus- 
pected nuclear weapons programme rep- 
resents the greater danger. 

The 1994 edition of the Defence 
Agency's annual White Paper, published 
in mid-July, gives pride of place to North 
Korea in its list of regional crisis spots. The 
amount of space devoted to Russia, on the 
other hand, has been drastically curtailed. 
"Ihe White Paper could mark an im- 
portant turning point 
for Japanese defence 
policy," says a Western 
diplomat. "It means 
the Cold War is over at 
defence headquarters 
and the new realities 
of regional instability 
are starting to perco- 
late." 

The question is: will 
policies be changed to 
suit the new geostrate- 
gic perceptions? The 
key issue, says Masashi 
Nishihara, professor of 
international relations 
at the National Defence 
Academy, is not the 
immediate threat to Japan posed by the 
North Korean bomb. “We can't be certain 
of where they have got to with their nu- 
clear programme, and there are doubts too 
about their capacity to deliver." What Ja- 
pan has to reckon with, he says, is "the 
possibility that North Korea might at some 
time be able to land a missile on a nuclear 
power plant — either in Japan or in South 
Korea — thereby creating a disaster at least 
on the scale of Chernobyl." 

To deal with that possibility, says 
Nishihara, Japan needs an anti-missile de- 
fence system, rather than the ground forces 
and anti-submarine capability that were 
developed to counter the Soviet threat in 
the 1970s and 1980s. Akio Watanabe, a spe- 
cialist on defence and international rela- 
tions at Ayama Gakuin University, sug- 
gests that cutting conventional armaments 
and developing an anti-missile capability 
need not cost any more in the long run. 
However, the change could pose some 
tricky political problems. 

One of these problems would arise 
when coordinating any new electronic de- 
fence effort with the United States. Ja- 
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panese participation in a U.S.-sponsored 
Theatre Missile Defence (TMD) pro- 
gramme, which would use satellites 
armed with lasers to detect and destroy 
North Korean missiles, could be construed 
as taking part in a "collective-security" ar- 


rangement outside Japan's frontiers, sug- | 


gests Nishihara. This would be politically 
sensitive, as Article 9 of the country's 
"peace" constitution is generally construed 
as ruling out Japanese involvement in 
“collective-security” arrangements. The 
difficult political issues posed by TMD may 
explain why the White Paper stops short 


of any concrete proposals for dealing with | 
the North Korean mis- - 


sile problem. 
Another group re- 
viewing defence policy 
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Personal Advisory 
Committee on Defence 
Problems. Its original 
brief was to produce a 
blueprint for man- 
power cuts in the 
army, says Nishihara. 
But its final report, due 
out in early August, 


tions in spending on 
many types of conven- 
tional weapons, in- 
cluding fighter aircraft. 
On the credit side, the group will call for 
the technical upgrading of the military and 
for better intelligence-gathering, one of its 
members told the REVIEW. 

Insiders say the advisory group may 
also recommend changes in the way Ja- 
pan’s armaments industry is organised. 


INDONESIA 


Generation 
Gap 


Undisciplined soldiers 
anger Timorese 


By John McBeth in Jakarta 
S everal months ago, Maj.-Gen. 
Adang Ruchiatna acknowledged in 
an interview with foreign journalists 
that it would take another two generations 
before the people of East Timor accepted 
Indonesian rule. In late June two soldiers 
under his command seemed to show why 
that is so — and why Ruchiatna's forecast 
may even be optimistic. 
The Indonesian soldiers have been ac- 
cused of trampling on sacred items during 


| a June 28 ceremony at a Roman Catholic 


is the Prime Minister's | 





will also call for reduc- | 


church in the village of Remeksio, 10 kilo- 
metres outside the provincial capital of 


| Dili. That alleged act of sacrilege led to 


heightened tension and a series of street 
demonstrations in the period leading up to 
the anniversary of Indonesia's July 17, 
1976, annexation of the Christian-domi- 
nated former Portuguese enclave. 
Ruchiatna and East Timor military com- 
mander Col. Jhony Lumintang both apolo- 
gised for the incident in Remeksio, and 
said the two privates would be court- 
martialled. But a second incident came on 
July 13, when at least two non-Timorese 


|. youths were severely beaten by an angry 


Reduced demand from the military for | 
of three or four deaths could not be con- 


conventional weapons such as tanks or air- 
craft could be a problem for companies 
such as Mitsubishi Heavy Industries and 


Kawasaki Heavy Industries. These provide | 
the bulk of the nation's conventional de- | 


fence equipment but are not allowed to 


seek economies of scale by exporting. The | 
report is expected to suggest joint produc- | 


tion of some equipment with the U.S. as a 
possible solution to this problem. 

"That too raises problems, though," 
says a committee member. If Japan and the 
U.S. move beyond the stage of joint de- 
fence research to joint production, Japan 
could become indirectly involved in ex- 
porting weapons — something that has 
been banned since the mid-1960s by a cabi- 
net resolution and is still considered politi- 
cally unacceptable. x 


FAR EASTERN ECONOMIC REVIEW 


crowd for allegedly insulting two Catholic 
nuns on the campus of the University of 
East Timor. 

The following day, about 15 people 
suffered minor injuries when police and 
soldiers broke up a demonstration by 
more than 300 students trying to march on 
the provincial assembly building. Reports 


firmed, and were generally discounted by 
independent sources. As many as 20 pro- 
testers were detained overnight. The 
remainder of the students barricaded 
themselves inside the campus and only 
dispersed after church mediators per- 
suaded soldiers outside to return to their 
barracks. 

The latest demonstrations have been 
described as the largest since the Novem- 
ber 21, 1991, Santa Cruz cemetery massa- 
cre, in which Indonesian troops gunned 
down scores of Timorese pro-independ- 
ence protesters. The killings led to world- 
wide condemnation of Indonesia and 
brought the East Timor issue back to cen- 
tre stage. Indonesia's image already had 


. been tarnished further in June by its 
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heavy-handed efforts to stop a privately 
organised conference on East Timor in 
Manila. 

Diplomats could only shake their heads 
over the church incident, which came 
shortly before the arrival of United Nations 
rapporteur Bacre Waly Ndiaye to study the 


human-rights situation in East Timor. "It's | 
difficult to know if they felt they were free 


to just do what they wanted, or whether 
they were manipulated," said one source 
with contacts in Dili. Added another: "I 
think it shows that the problem of disci- 
pline at the foot-soldiers' level is still real." 

The United States Government issued a 
statement expressing concern at the situa- 
tion and called on the Indonesian security 
forces to exercise restraint. In the case of 
the latest protests, they apparently did. As 
with the Medan riots last April, no shots 


were fired. That seemed to indicate that | 
military commanders nationwide are fol- | 


lowing instructions to keep trigger fingers 
under control. 

Nonetheless, responding to calls to send 
a strong message to Indonesia over human 
rights in general, the U.S. Senate on July 14 
voted unanimously to restrict small arms 
sales to the country. It also agreed to pro- 
vide money to Indonesian human-rights 
groups. Indonesia rejected the decision, 
and said it would not accept any condi- 
tions on future arms sales from the U.S. 
Foreign Ministry spokesman Irawan 
Abidin said Indonesia was unhappy about 
the vote, but that it would force his coun- 
try to look to other sources such as Britain 
for small arms. 

The UN's Ndiaye, a Senegalese lawyer, 
later told a press conference in Jakarta that 
his mandate did not cover such incidents, 
and that he had not seen any sign of dis- 
sent during his four-day stay. But well- 
placed sources told the REVIEW: "There 
were so many people around him that he 
couldn't even look over his shoulder. The 
only person he could really speak freely 
with was the Bishop of East Timor, Carlos 
Filipe Ximenes Belo." 

Indonesia is scheduled to withdraw its 
approximately 5,000 troops from East 
Timor by the end of 1995, leaving security 
in the hands of two battalions of indige- 
nous soldiers and a beefed-up police force. 
Although the withdrawal is expected to 
lead to a deterioration in the province's in- 
frastructure, which is being maintained by 
army engineers, analysts say it is the only 
solution to a problem that shows no sign 
of going away. 

In a statement to the UN's Deco- 
lonisation Committee on July 13, the New 
York-based Human Rights Watch organi- 
sation declared: "Until the climate of fear 
substantially changes and people feel free 
to register complaints against members of 
the armed forces and are confident in the 
legal system in place there, many soldiers 
will continue to act with impunity." a 
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TAIWAN 


Body Politics 


KMT calls the shots in first direct polls for governor 





By Julian Baum in Taipei 











resident Lee Teng-hui's body lan- 
guage was unmistakable. As several 
hundred provincial party officials 
looked on, Lee, the chairman of the ruling 
Kuomintang (KMT), placed his arm on the 
shoulder of incumbent Taiwan Governor 
James Soong, and then held his waist. 

Without saying so — since he was offi- 
cially neutral in the matter — Lee had 
made clear to everyone present that Soong 
was his candidate for governor in the prov- 
ince-wide election to be held in December. 

Too much was at stake for Lee to leave 
the outcome to chance. The election marks 
the first time the provincial governor will 
be chosen by popular 
vote, in a race that in- 
volves 80% of Taiwan's 
electorate. At the same 
time, the mayors of 
Taipei and Kaohsiung 
will be elected for the 
first time in more than 
30 years. 

The KMT will face an 
uphill battle in Taipei, 
where it has decided 
after months of flip- 
flops to field incumbent 
Mayor Huang Ta-chou 
against two popular 
opposition party candi- 
dates. Kaohsiung looks 
more hopeful for the 
KMT, though the party can't take anything 
for granted in southern Taiwan, where the 
pro-independence Democratic Progressive 
Party has a large following. 

The provincial governorship is the key 
race, however. Since 1945, the ruling party 
has appointed all governors. But the one 
chosen in December will become the high- 
est-ranking popularly elected official in 
Taiwan, at least until presidential elections 
are held in 1996. Party insiders say Lee 
could take no chances with the candidacy 
of anyone at the provincial level who was 
not completely loyal. 

"Lee is worried about the Yeltsin ef- 
fect,” comments one party cadre about the 
president's backing of Soong. "Lee needs 
unconditional support and full cooperation 
from any elected Taiwan governor, espec- 
ially if he himself decides to run for presi- 
dent in 1996." 

In this case, the potential Yeltsin was 
Interior Minister Wu Poh-hsiung, one of 
the most able technocrats in the cabinet, 
and certainly the most popular. Wu had 
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Wu: not smiling now. 


informally declared his candidacy for the 
governorship two years ago and started 
actively campaigning in recent months. 
Pollsters ranked Wu ahead of Soong 
among the voters, his appeal boosted by 
his ethnic origins as a native-born Taiwan- 
ese and 10 years' experience in the cabinet 
and as Taipei mayor. But in the eyes of the 
KMT leadership, observers say, Wu's inde- 
pendent politics and strong grass-roots 
support made him a threat. 

Born in China's Hunan province, Soong 
has worked to cultivate local support since 
his appointment as governor two years 
ago, following a turbulent four years as 
KMT secretary-general. He has travelled 
widely in the province and mastered 
enough of the Taiwan- 
ese language to give 
speeches in the local 
dialect. “I’ve always 
been one of President 
Lee's sworn confeder- 
ates," Soong told cad- 
res on July 8, the day 
Lee gave him the nod. 

As Soong basked in 
the glow of Lee's sup- 
port inside the meeting 
hall, Wu, who was ex- 
cluded from the pro- 
vincial party meeting, 
was reduced to shak- 
ing delegates' hands 
outside the door. His 
campaign staff were 
denied access to a list of the 1,800 "relevant 
comrades" or senior party cadres who will 
be eligible to vote in the party primary on 
August 14. 

With the party machinery so firmly in 
Soong's hands, Wu recognised that his can- 
didacy was doomed. Disappointing his 
supporters, he announced his withdrawal 
from the governor's race during a tearful 
press conference on July 11. 

Lee and Soong were so relieved that a 
party split had been avoided that they per- 
sonally visited Wu at his home to thank 
him. Wu was careful to avoid the appear- 
ance of cutting any deals. So far, he has 
refused pleas to stay in the government. 
^My friends and supporters would never 
forgive me," he told reporters. 

The KMr's favouritism towards Soong 
provoked cries of foul from the press. 
"From this case, we can see that the way 
the KMT nominates its officials is not fair," 
fumed the China Times Express. “The KMT's 
alleged democracy seems difficult to 
achieve.” = 
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. Monarch may be loser in premier's tactical victory 


| $ By Kedar Man Singh i in y Kathmandu ME 
: F or Birendra Bir Bikram Shah Dev, ab- 


solute monarch of Nepal until a mere 
four years ago, the words must have 
been galling indeed. “Bire chor, desh chod!” 
(Birendra, you thief, guit the country), 
yelled the mob outside the royal palace. 
The monarchs powers were drastically 
trimmed in the pro-democracy wave that 
swept his kingdom in 1990. But even in his 
new role of constitutional monarch, many 
Nepalese believe, Birendra has made a 
very wrong move, and they are angry. 
What got the crowds out onto the 
streets — there were demonstrations else- 
where in the country, including in the 
Kathmandu Valley — was Birendra's deci- 
sion, taken on the advice of Prime Minister 
Girija Prasad Koirala, to dissolve parlia- 
ment. The king also called for fresh elec- 
tions in November, and appointed Koirala 
prime minister for the interim. All this hap- 
pened on July 10, when Koirala was forced 
to resign after 36 dissidents in the ruling 
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Nepali Congress joined the communist op- 
position to defeat the government's budget 
bill. 

The dissidents won the vote, but it was 
a pyrrhic victory at best. They had hoped 
to rid themselves of the increasingly un- 
popular Koirala and install a new party 
leader and prime minister from within the 
Congress party's ranks. Instead, they found 
themselves facing premature, mid-term 
polis. Worse yet, Koirala would serve as 
prime minister during the election. That, 
the dissidents charge, is a recipe for abuse 
of power. 

The politically astute Koirala had clearly 
outmanoeuvred his opponents, who re- 
sponded with bitter words directed at him 
and the king. The prime minister's arch- 
opponent, Ganesh Man Singh, commonly 
known as the "supreme leader” of the Con- 
gress party, said the announcement of à 
snap poll was "a rape of the constitution 
by the monarch." The episode proved, he 
said, “how strongly the forces within and 


without the Nepali Congress who had op- 






posed the pro-democracy movemen 
aligned today." 

To Mana Mohan Adhikari, diuinae 
the Nepal Communist Party (United Marx- 
ist-Leninist), the king/s action was nothing 
less than a constitutional coup. "Once he 
had tendered his resignation," 
kari, “Koirala had no right to advise the 


king on matters of state importance, such 


as dissolving the elected parliament and 
holding mid-term polls.” 

Adds Adhikari's party colleague, Mad- 
hav Nepal: "The king has, very short- . 
sightedlv, decided to go in for mid-term 
polis when all major political forces, includ- 
ing the ruling party, were against it." 

Even Nepali Congress President: 
Krishna Prasad Bhattarai, considered a 
Koirala supporter, stated: "We still havea 
majority in parliament. As the president of .. 
the Nepali Congress, it is my clear de- | 
mand that His Majesty the King should. | 
first invite the Congress to form a govern- 
ment." = 

Some observers believe Birendra's deci 
sion has made the institution of monarchy 
itself highly vulnerable to a rising tide of. 
public anger. Indeed, many Nepalese are _ 


harking back to the claim of one of their _ 
most staunchly anti-monarchist politicians, uc 
Raja Prasad Singh, that "democracy in Ne- 


pal is insecure as long as the monarchy 
exists.” " 
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infrastructure? 


Thirteen Asian governments are about to gather in Jakarta to unveil their 
infrastructure plans and announce major new projects to the private sector. 
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Mixed Feelings 


World trade-union group debates ties with China 


By Hugh Williamson in Frankfurt 


hile China's rulers would have 
W the world believe that it is a work- 

ers’ paradise, independent Chi- 
nese labour activists charge that it's a work- 
ers' nightmare. Most labour-union bodies 
outside China tend to agree with the latter 
view. The question is: what can outsiders 
do about it? 

The international trade-union move- 
ment and its dominant body, the Interna- 
tional Confederation of Free Trade Unions 
(ICFTU), haven't been immune to the de- 
bate on whether isolation or engagement is 
the best means of forcing China to improve 
its workers' lot. While engagement has fast 
emerged as the favoured approach of busi- 
nessmen and governments, the ICFTU has 
stuck to a firm no-contact stand since the 
Beijing massacre of June 1989. Now, how- 
ever, with some of its members pushing 
hard for a change of policy, the ICFTU too is 
being forced to reconsider. 

In the isolate-or-engage debate, the anti- 
contact lobby asserts that establishing ties 
with China would legitimise Beijing's hu- 
man-rights record. Those in favour of en- 
gagement, on the other hand, believe it 
enables international unions to exert pres- 
sure for change within China. Complicat- 
ing the issue is the fact that pious expres- 
sions of concern for Chinese workers often 
mask a less-than-generous desire to ex- 
clude cheaper Chinese products from 
home markets. 

Although they may have differences on 
how to deal with China, most ICFTU mem- 
bers have few illusions about the state of 
workers' rights in the country. A new ICFTU 
briefing points to low wages and bad 
workplace conditions, widespread child 
and prison labour, and a spate of fatal in- 
dustrial accidents. All independent organ- 
ising remains banned, and many worker 
activists are in prison. 

China's only legal union, the All-China 
Federation of Trade Unions (ACFTU), which 
claims 100 million members, is controlled 
by the Communist Party. Its chairman, Wei 
Jian Xing, 62, is a member of the Political 
Bureau of the party's Central Committee. 

Change, if any, in the ICFTU’s China 
policy will be apparent only after the full 
executive body of the confederation meets 
in December. But sparks have already been 
flying. At a preliminary meeting in Brus- 
sels in June, guest speaker Han Dong Fang, 
a Chinese workers' leader during the 1989 
democracy movement, backed the isola- 
tionists. Han called on international labour 
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movements to "take up the challenge to 
offer more solidarity to the free trade-un- 
ion movement in China." His stand was 
echoed by labour leaders from the United 
States, Hong Kong and several members 
of the European Union. 

Ranged on the opposite side were rep- 
resentatives from Japan, Italy and Singa- 
pore. Rengo, Japan's largest labour confed- 
eration and the ICFTU's third-largest con- 
stituent, was the first to bolt from the no- 
contact policy. In May 1992, its president, 
Akira Yamagishi, led a delegation to meet 
counterparts in the ACFTU in Beijing. Rengo 
argued that Japan's "special historical and 
cultural links" with China, and the earlier 
re-establishment of Japan-China business 
ties, made union contacts necessary. 
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Han: isolate China. 


Close behind was Singapore's National 
Trade Union Congress (NTUC), which went 
one step further by announcing plans to 
invest over US$6 million in the Chinese 
federation's taxi, health resort and medical 
businesses. These are just a few of what 
the ICFTU says are the Chinese union's 
88,000 enterprises employing 238,000 
workers. The NTUC's assistant secretary, 
Gen. Ong Ah Heng, cites China's regional 
importance as the basis for his union's ap- 
proach. However, he stresses that the busi- 
ness links were forged by Singaporean 
companies "set up, but no longer control- 
led," by his organisation. 

In Europe, the traditionally anti-com- 
munist Italian labour federation, UIL, has 
led moves to end the no-contact policy. 
And Europe's largest industrial union, the 
German metalworkers' IG Metall, will this 
autumn invite Chinese metal-industry 
leaders to a training seminar in Germany. 
“The nature of the ACFTU meant it was not 
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easy to decide our China policy," says IG 
Metall's Thomas Klebe. "But we don't 
want to just do nothing about labour-rights 
abuses. In particular, we want to collect 
data about, and then influence, the opera- 
tions of German companies in China." 

Leading the opposition to this kind of 
approach within the ICFTU is the U.S. la- 
bour-union confederation, the AFL-CIO. 
Kenneth Hutchison, head of the AFL-CIO's 
Asian arm, the Asian-American Free Labor 
Institute, predicts “no change in our 
stand.” After attending the Brussels meet- 
ing, he said that “the contacts that have 
occurred between ICFTU affiliates and the 
Chinese labour federation came about be- 
cause some unions feel that it is in their 
country’s national interest, or in the inter- 
ests of their members — whose employers 
are flocking to China. The former reason 
seems to be the justification offered by un- 
ions from some Asian countries.” 

But Hutchison acknowledges that U.S. 
unions have been “tempted” to contact the 
ACFTU. Sources suggest that over 100 local 
branches of U.S. industrial unions have 
contacts with the Chinese body. Several 
industry-based international union federa- 
tions have also visited China. 

Independent activist Han used his Brus- 
sels speech to lash out at such moves, and 
pushed for continued isolation. Human- 
and trade-union rights have not improved 
since June 1989, he asserted, while foreign 
visits to the ACFTU are manipulated to 
“send a message to Chinese workers that it 
has gained international recognition.” En- 
gagement fails, he said, because criticisms 
are ignored and never reported, thereby 
demoralising independent activists. 

The AFL-CIO’s Hutchison says that al- 
most no one in Brussels thought the Chi- 
nese labour body could actually “be in- 
duced to change its ways.” Lee Cheuk Yan, 
chief executive of the Hong Kong Confed- 
eration of Trade Unions, agrees. “You can't 
reform the ACFTU through dialogue; they 
will only change when the Chinese Gov- 
ernment changes.” Lee, who was in Brus- 
sels with Han, is keenly aware of China’s 
attitude towards free unions. This was il- 
lustrated last December, when the Hong 
Kong media highlighted an internal Com- 
munist Party document that suggests that 
China plans, even before 1997, to press 
London to ban Hong Kong unions from 
forming international links. 

Boudewign Jonckheere of the ICFTU’s 
Asia Desk noted after the Brussels meeting 
that his organisation agreed to give “moral 
and financial support” to Han’s China La- 
bour Bulletin, a Hong Kong-based maga- 
zine. But overall, he said, the ICFTU “cer- 
tainly needs to clarify its position.” The or- 
ganisation’s general secretary, Enzo Friso, 
strongly opposes contacts with the Chi- 
nese. But Friso plans to retire in December, 
adding another element of uncertainty to 
an increasingly heated dispute. » 
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SIEMENS 


Integrated 
Systems Technology 





A daily output of 550 tons makes the 
Asia Paper Corporation in Chongwon 
the largest producer of linerboard 
packaging paper in Korea. 


The complex production process 
requires careful monitoring and 
control at every step to ensure a 
consistent paper quality. 
Sophisticated process control and 
supervisory equipment from Siemens 
is helping to ensure a smooth 
production flow. Vacuum pumps are 
being used to dehydrate the paper 
with exact data being continuously 
fed to a central contro! room. 


Complex manufacturing processes 
which require a smooth integration 
of individual products and 
components into a functional system 
call for a competent engineering 
partner. 


Wrapping It Up - 
with Korean paper 


Siemens has the systems 
competence and engineering 
expertise to offer tailored solutions to 
the most intricate industries 
application problems. This is only 
one example. 


For further details contact 
Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 


or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
Tokyo. 


Knowhow in Systems 
Integration. Siemens. 





THE 5TH 
COLUMN 





Greg Rushford covers international trade as a senior reporter for 
Legal Times in Washington, D.C. He is also author of 
Appointments with Power, which profiles the key economic 
decision-makers in the Clinton administration. 


Clinton’s Nutty Trade Policy 


fond of lecturing the ageing Com- 

munist patriarchs in Beijing about 
principles they must grasp if China is to 
develop a modern economy: the rule of 
law, predictability of contracts, the sanctity 
of open markets, etc. 

Sound advice. Yet behind the scenes, 
Clinton has mocked his own rhetoric by a 
series of protectionist deals. Perhaps the 
most vivid example has to do with Chi- 
nese peanut butter. Not only has Clinton 
violated every one of his free-trade princi- 
ples to stick it to China — twisting the rule 
of law to accommodate political expedi- 
ency, upending current business contracts 
in the private sector, mocking open mar- 
kets — he has in the process harmed other, 
innocent businesses. 

The mischief began last November in 
the politically tense weeks before Congress 
passed the North American Free Trade 
Agreement (Nafta) with Canada and 
Mexico. At the time, it looked as though 
U.S. peanut producers were in for a shell- 
ing, because Nafta calls for the phasing out 
of stiff tariffs on Mexican peanuts. 

Enter the National Peanut Growers 
Group, which turned to its allies on Capi- 
tol Hill for help. Led by Rep. Charlie Rose, 
a North Carolina Democrat, the congres- 
sional peanut bloc offered to swing about a 
dozen votes to help pass Nafta, which was 
then thought to be in peril. In return, Clin- 
ton inserted a clause in Nafta that bars 
Mexico, which produces practically no pea- 
nuts itself, from buying peanuts elsewhere 
and then shipping them to the U.S. Then, 
in the run-up to the completion of the Uru- 
guay Round, the U.S. Secretary of Agricul- 
ture, Michael Espy, secured a new provi- 
sion in Gatt that effectively freezes foreign- 
ers out of 97% of the American peanut- 
butter market. 

Where does China come in? Well, China 
and Argentina are large producers of pea- 
nuts. Although peanut-butter imports in- 
creased only slightly to 8,865 tonnes in the 
1992 crop year — still only 3% of the US. 
market — from 6,435 tonnes in 1991 — 
peanut growers were terrified. Now, 
thanks to President Clinton, any future 
imports of peanut butter above the current 
levels will be hit with a 126% tariff under 


U nited States President Bill Clinton is 
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By Greg Rushford 





Gatt. After six years the tariff will decline 
to a still-prohibitive 107%. 

Nobody in Washington exactly calls this 
protectionism, you understand. Rather, the 
players cloak themselves in patriotism. In 
case anyone might miss the point, the Na- 
tional Peanut Growers Group has put out 
a brochure whose cover features a shot of a 
peanut-butter sandwich in the midst of 
which is planted an American flag. Inside, 
the brochure features a survey asserting 
that 89% of American mothers "are so sup- 
portive of the quality of American peanut 
butter that they are willing to pay a higher 
price for it than imported products." The 
industry had better hope so. For these 
mothers, who already pay US$200 million 
more each year because of U.S. subsidies 
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to peanut farmers, are going to have to dig 
even deeper into their pockets now. 

China will likewise suffer. Although 
China has sold only about US$1.1 million 
of peanut butter to the U.S. over the last 
two years, the U.S. Department of Agricul- 
ture says that the emerging agricultural gi- 
ant will have the largest 1993-94 peanut 
crop in the world. The U.S. peanut lobby 
does not want to see China add value to its 
raw peanuts in the form of increased pea- 
nut-butter exports. And so China has no 
quota for its peanuts, and the administra- 
tion can get away with it because China is 
not a member of Gatt. 

But that's not all. Another staple of 
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Washington protectionism is the law of 
unintended consequences. And in aiming 
at China, the peanut lobby has hit an in- 
nocent bystander, who in this case hap- 
pens to be Peter Baron, vice-president of 
the Toronto-based Baron Corp. Canada, 
which buys peanuts from China and is a 
major exporter of peanut butter to the U.S. 


the U.S. peanut-butter market di- 

rectly from China, opened a modern, 
US$3 million peanut-butter factory in 
Shangdong province (a factory, he points 
out, that was designed by a New Jersey 
engineering firm using American equip- 
ment). Since then, Baron's Chinese factory 
has sold about 1,000 tonnes of peanut but- 
ter to the U.S., mainly to food-bank opera- 
tions and discount grocery stores that serve 
low-income consumers. 

Now Baron faces the unwelcome pros- 
pect of tearing up his contracts and trying 
to develop markets for his Chinese facility 
elsewhere. "A stab in the back," says the 
Canadian entrepreneur, who has now 
hired his own Washington lawyer, Bart 
Fisher. Fisher also happens to represent 
the Independent Bakers Association, 
which maintains that protecting the pea- 
nut industry will hurt bakers and their 
customers. Fisher has already thrown a 
scare into the peanut lobby by making 
common cause with congressional critics 
of the subsidies Washington pays to farm- 
ers. One of these lawmakers, Rep. Richard 
Armey, a Texas Republican and former 
economics professor, aims to kill off the 
peanut bloc's hand-outs in the 1995 farm 
bill. He relishes the thought of having vot- 
ers think of President Clinton each time 
they bite into a more expensive peanut- 
butter sandwich. 

In dollar terms the stakes here may be, 
well . . . peanuts. But protectionism has a 
way of feeding on itself, and the triumph 
of the U.S. peanut bloc is but one of doz- 
ens of Washington stories with similar un- 
happy endings for U.S. consumers and 
foreign competitors. The question here is 
not whether Peter Baron and his lawyers 
will be able to scale back some of the deal. 
The real question is why all these lawyers 
are necessary in the first place. B 
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Clockwise from left: Singapore Premier Goh Chok Tong (/eft) visits Hanoi; Thai Foreign Minister Prasong Soonsiri; Indonesian Foreign 


Minister Ali Alatas: membership for Vietnam? 


ASEAN 


Growing Pains 


As its foreign ministers meet in Bangkok, Asean must decide 
whether to take a bigger role on the regional and international 


stage. 


By Rodney Tasker and Adam Schwarz in 
Bangkok, and Michael Vatikiotis in Malaysia 


Asean is a victim of its 
own success. Born as a 
brittle alliance of young 
nations united in their fear 
of communism, it trans- 
formed itself with the de- 
mise of that threat into a mutual benefit 
society limited to smoothing over spats 
among its six members and speaking with 
a unified voice in the international arena. 
But now Asean is finding that the loose 
ties that served its members so well in the 
past must be adapted to the realities of the 
1990s. The organisation is under pressure 
to widen its role, notably by taking more 
responsibility for regional and pan-Asian 
security questions, accepting new mem- 
bers, and accelerating the expansion of 
business and trade links among members. 
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As a signal of Asean's growing stature, 
the six Asean foreign ministers, meeting in 
Bangkok for their annual conference from 
July 22-28, are about to be joined by 12 
counterparts from east and west. Apart 
from routine post-conference meetings 
with its seven dialogue partners, Asean for 
the first time will host a security session 
under the aegis of the recently conceived 
Asean Regional Forum (ARF). At the three- 
hour meeting, dialogue partners Japan, the 
United States, the European Union, 
Canada, Australia, New Zealand and 
South Korea will be joined by China, Rus- 
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sia, Vietnam, Laos and Papua New Guinea. 

The ARF meeting, though it will be brief 
and have no formal agenda, demonstrates 
that Asean has at last dropped its tradi- 
tional reluctance to go public with its re- 
gional security concerns. Until recently, 
Asean was careful to bill itself as purely a 
political and economic grouping. 

The Bangkok meeting could also pro- 
duce an invitation to Vietnam — for many 
years the organisation’s bete noire to 
progress from observer status to full mem- 
bership. But even if the invitation is ex- 
tended in Bangkok, the process of incorpo- 
ration would take at least several years, of- 
ficials say. 

In the meantime, Vietnam and another 
observer, Laos, could join under a halfway- 
house arrangement for an expanded Asean 
that has recently been proposed by offi- 
cials and academics in the region. The two 
would become members of a new organi- 
sation, the Southeast Asia Community, 
which ultimately will consist of Asean plus 
the three Indochinese countries and Burma. 
The concept is a recognition that eventu- 
ally all countries in the region — even 
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problematic Burma, whose military dicta- 
torship is treated as a pariah by Western 
countries — must eventually be drawn into 
the Asean embrace. 

Economically, the six foreign ministers 
will be anxious to reinforce their grouping 
within the Asia-Pacific Economic Coopera- 
tion (Apec) forum, which allows them to 
gain more leverage by speaking with a 
united voice rather than being swamped 
by Apec's big brothers, the U.S., China and 
Japan. And there are also serious thoughts 
about extending trade links to include Aus- 
tralia and New Zealand. The two have ex- 
pressed enthusiasm for the idea as part of 
their ongoing programme to lock in with 
Asean economically and politically. 

As U.S. political scientist Donald Crone, 
who studies the region, says: “Multilateral 
cooperation within Asean, within East Asia 
and in the Pacific are the primary means 
for achieving economic security in the 21st 
century. The futures of Asean and Apec 
are critical to this strategy." Crone adds: 
"By strengthening its own institutions, ex- 
panding Asean ties to Indochina, and par- 
ticipating in larger institutional forums, the 
Asean members are attempting to adapt 
their pursuit of economic security to cur- 
rent political and economic realities." 

Within Asean, meanwhile, there are in- 
creasing pressures for faster integration, 
though most of the push appears to be 
coming from the private sector rather than 
from government officials. In part because 
of the similarities in commodity exports, 
Asean has been extremely slow to integrate 
economically during its 27-year existence. 
Currently, the organisation's main goal is 
the consolidation of the Asean Free Trade 
Area (Afta), an economic-liberalisation pro- 
gramme that aims at reducing internal tar- 
iffs to a maximum of 5% in 15 years. 

The more competitive elements of the 
Asean business community, however, con- 
tinue to push governments into strength- 
ening intra-Asean links. While Asean offi- 
cials haggle over their fishing rights, terri- 
torial boundaries and overlapping exclu- 
sive economic zones, businessmen are fired 
up by the emerging prospects of growth 
triangles. Three major growth areas have 
been identified, encompassing southern 
Thailand, Indonesia's Sumatra and north- 
ern Malaysia; southern Malaysia, Singa- 
pore and Indonesia; and the southern Phi- 
lippines, Indonesia's Sulawesi Island and 
Malaysia's Sabah. 

Sometimes, too, the problems delaying 
the official drive for closer economic inte- 
gration run deeper than mere squabbling 
over border markers. Lately the behaviour 
of Indonesia, whose 190-million population 
is more than that of all other Asean mem- 
bers combined, has been a cause of dissen- 
sion. Because of its size, Indonesia is the 
unspoken leader of Asean. But Jakarta's 
threatening stance towards the Philippines 
in May over a Manila conference on its in- 
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ternational Achilles heel, East Timor, gave 
pause to other Asean officials. 

"There is a danger of setting a prece- 
dent here," comments one senior Malay- 
sian official. "Once an Asean member state 
has succeeded in using strong-arm tactics, 
it could do so again." 

The danger is that an Indonesia that 
sees itself playing an increasingly impor- 
tant role on the global stage as chairman of 
the Non-Aligned Movement and host of 
the Apec summit meeting in November 
may feel less and less constrained by what 
the rest of Asean feels. As former Malay- 
sian Foreign Minister Ghazali Shafie told 
the REVIEW: "We are moving towards a 
SAARC [South Asian Association for Re- 
gional Cooperation] situation: all of us re- 
garding the bigger country [in SAARC's case 
India] with suspicion." 

The issue of Indonesian dominance 
could well come up at the Bangkok meet- 
ing, with the vexed problem of East Timor 
once again the catalyst. In a repeat of the 
events in Philippines, Thailand has barred 





Malaysian Foreign Minister Abdullah 
Badawi: reinforcing economic links. 


activists from entering the country to at- 
tend human-rights conferences on Timor 
and Burma timed to coincide with the for- 
eign ministers’ meeting. If the Manila 
events are anything to go by, however, 
denying visas to the activists is more likely 
to draw attention to the Timor question 
than otherwise. 

Despite occasional bilateral flare-ups 
involving sovereignty and national pride, 
Asean officials are keenly aware of the need 
to present a unified voice internationally. 
This has been one of the group's chief 
strengths in the period since the end of the 
Vietnam War in 1975, when strategic reali- 
ties in the region have undergone seismic 
changes. 

Whatever the differing views within 
Asean towards China and its seemingly 
hegemonistic stance at times, whatever the 
contrasting feelings among the six over 
what constitutes an acceptable U.S. mili- 
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tary presence in the region, issues such as 
the Philippines’ territorial claim to Malay- 
sia’s Sabah state and economic border dif- 
ferences have been soft-pedalled in the 
name of greater Asean unity. 

“There is a desire to push aside dis- 
agreements, to keep on talking to maintain 
relations [even] without resolving issues,” 
says Philippine Undersecretary for Foreign 
Affairs Rodolfo Severino. Malaysian For- 
eign Minister Datuk Abdullah Badawi 
agrees: “There is nothing quite as satisfy- 
ing as the Asean deliberative process, 
where we dispense with prepared texts 
and actively discuss issues in a friendly at- 
mosphere.” 

Despite such cordiality on intra-Asean 
problems, though, the organisation will in 
all probability remain cautious in its ap- 
proach to sensitive regional security issues. 
It is unlikely, for instance, that China's 
aggressive claims of sovereignty over the 
South China Sea Spratly Islands, against 
other claimants including Vietnam, Malay- 
sia, Taiwan, the Philippines and Brunei, 
will surface at the ARF meeting. Nor, given 
the Thai government's invitation to a Bur- 
mese delegation to attend the Bangkok ses- 
sion, will worries about Burma's military 
regime be a subject of discussion. 

As Australia's ambassador to Bangkok, 
John McCarthy, says: "You're a long way 
from ARF getting to problem-solving stage." 
One day, perhaps, ARF will reach the stage 
where it can discuss a joint peacekeeping 
force. But for the moment, the buzz-word 
from a series of workshops among South- 
east Asian officials which preceded the 
meeting is "preventive diplomacy." 

Although ARF will never be a Southeast 
Asian Nato, the REVIEW has learned that the 
U.S. is asking Asean states to agree to 
multilateral military exercises in the region. 
At the moment, the U.S. has such exercises 
on a bilateral basis, particularly with Thai- 
land, with which it has a mutual defence 
treaty. Now, the idea is to have two or more 
Asean states send their armed forces to ex- 
ercise with the U.S. Singapore, for example, 
might send troops to take part in a joint 
exercise in Thailand. The general message 
is to assure the region that the U.S. is not 
withdrawing militarily, and to practice mili- 
tary tactics in a multilateral, Gulf-War style. 

And yet, whatever moves it makes to- 
wards assuming greater responsibility for 
regional security, Asean's main preoccupa- 
tion will continue to be fixed on the one 
factor that brought its component countries 
the growing stature they have today: eco- 
nomics. “In significant ways, Asean secu- 
rity depends on economics," says Crone. 
"Economic security is ultimately depen- 
dent on actual peace, and Asean has taken 
the lead in constructing a regional security 
forum. But, as everyone knows, you can 
win the war and lose the peace. Economic 
security is the key if Asean is to win the 
peace." 6 
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ASEAN 


Bigger is Better 


Asean looks to expand its global clout 


In the confusion of the 
post-Cold War world, 
there may not be much 
cachet left in being a su- 
perpower. But when push 
comes to shove in interna- 
tional diplomacy, it’s still true that bigger 
is better. 

In the past, that point seems to have 
eluded the six members of Asean, which 
have hewed more to the small-is-beautiful 
line. Limiting the association’s membership 
to countries with political, economic and 
social similarities has endowed the group 
with a “sense of cohesiveness that gave us 
the psychological security to take on the 
world,” says Thailand’s De- 
puty Foreign Minister Surin 
Pitsuwan. 

But as the world has 
changed, so has the thinking 
in Asean. Mirroring changes 
taking place elsewhere, the 
lines in Asean between na- 
tional security, economic 
health and political vitality 
have blurred almost beyond 
recognition. In all three areas, 
Asean is feeling the pressure 
to look outside its borders. 
“Asean’s challenge today is 
how to maintain our rele- 
vance in a changing world,” 
says Kusuma Snitwongse, di- 
rector of the Institute of Secu- 
rity and International Studies 
at Chulalongkorn University. 

More and more analysts 
are coming around to the view that “main- 
taining relevance" requires a bigger Asean. 
" Asean cannot stay the same. We must be 
more dynamic," says Thailand's Deputy 
Prime Minister Supachai Panitchpakdi. 
“We should not fear change or we will lose 
our momentum." 

There are two, mostly complementary 
approaches to making Asean more influ- 
ential on the world stage. One is to expand 
Asean's involvement in larger gatherings 
such as the Asia-Pacific Economic Coop- 
eration (Apec) forum or fashion linkages 
between Asean and other trade associa- 
tions or economic groupings. The second 
is to take in new members. 

There is no shortage of pressures push- 
ing Asean in these new directions. One 
concern of Asean members is the emer- 
gence of new threats to their trade because 
of Western criticism on human rights, la- 
bour and the environment. A year ago, 
some Asean members viewed membership 
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in Apec as possibly opening them up to 
more pressure of this kind. But a more 
pragmatic approach is now emerging. 

“If we can join with larger, more pow- 
erful economic players in a forum in which 
we can share our views with them, then 
that is good for us,” says Pracha Guna- 
Kasem, the permanent secretary at Thai- 
land's Foreign Ministry. "Anyway, Asean 
is strong enough to stand up to any bully- 
ing. It’s not like the 1950s anymore. We 
can also use this group to convey our views 
to the larger countries." 

Another factor fuelling Asean's expan- 
sionist urges is the need to bargain effec- 
tively in multilateral trade talks. Thailand 





Not everyone was so happy at Gatt. 


was generally satisfied with the final re- 
sults of the Uruguay Round of Gatt trade 
talks, says Supachai, "but like most Third 
World countries, we felt a little short- 
changed on the compensation. We gave 
ground on intellectual-property rights and 
opening our services sector but we were 
disappointed by what we got in return on 
agricultural trade." 

To increase Asean's leverage in the next 
round of world trade talks, Supachai and 
others are recommending that the imple- 
mentation of the Asean Free Trade Area 
(Afta) be reduced to 10 years from 15, that 
tariff reductions be deeper, and that fewer 
items be permitted on the exclusion list. 
Supachai says that a meeting of Asean eco- 
nomic officials in Chiang Mai in Septem- 
ber is likely to endorse at least some of 
these changes. 

Moreover, Asean ministers are actively 
seeking ways to establish new connections 
between Afta and other trade groupings. 
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One likely candidate is the Closer Eco- 
nomic Relations trading arrangement be- 
tween Australia and New Zealand. An- 
other is the North American Free Trade 
Agreement (Nafta). Supachai says Afta 
would like "to find a common platform 
with Nafta on fishing rights." 

Beyond expanding cooperative efforts 
with outside groupings, Asean is strug- 
gling with the task of expanding itself. The 
long-term goal is to bring the four South- 
east Asian nations not currently in Asean 
— Vietnam, Laos, Cambodia and Burma 
— into the group as full members. This 
process is bound to be a slow one. Many in 
Asean worry that taking on new, less eco- 
nomically advanced members will weaken 
the group's cohesiveness, particularly if the 
Afta process is to be speeded up at the 
same time. 

Consequently, Asean is considering a 
variety of halfway measures that would be- 
gin the process of binding the "outside 
four" — Vietnam, Laos, Cambodia and 
Burma — to Asean, the most 
promising of which is the so- 
called Southeast Asia Commu- 
nity. 

Government officials, 

policy analysts and academics 
from the 10 countries met in 
Manila in late May to draw up 
a manifesto of sorts for a 
Southeast Asia Community. 
The document said the Com- 
munity's aim was to "be a 
major political, economic, cul- 
tural and moral entity on the 
world stage in the 21st cen- 
tury." 
Surin, who calls the pro- 
posed community "a trial run 
for a bigger Asean," says 
there is a need for all 10 na- 
tions in the region to cooper- 
ate on issues such as drug 
trafficking, terrorism, labour migration 
and piracy. He also says the community 
can give Asean "a broader stand on issues 
such as Apec, trade, human rights and the 
environment." 

The Southeast Asia Community is also 
being looked to as a way to alleviate 
frictions that may arise from the quicken- 
ing economic exploitation of Indochina. 
Rapid and largely unregulated investment 
in these countries, some analysts fear, 
might put Asean in conflict with outside 
powers as well as turn Asean nations 
against themselves. 

Officials of the 10 nations are expected 
to meet again in Bangkok within six 
months and the Community is likely to get 
high-level endorsement at the 1995 Asean 
Summit in Thailand. Proponents will use 
the time until then to allay concerns that a 
broader Asean framework could damage 
the core interests of individual Asean 
members. m Adam Schwarz 
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Visit Ayutthaya, the ruins of the the Floating Market, one of the and Nakhon Pathom, home of the 
ancient capital city... Kingdom's most colourful sights... world's tallest Buddhist monument. 
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And explore Phranakorn Khiri Palace, Lopburi, famed for its ancient and the famous Bridge over the 
the ' palace in the sky ' near Hua Hin... Khmer ruins River Kwai in Kanchanaburi province. 
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For a FREE brochure on Thailand's many treasures, fill in and mail this coupon to: 
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Smooth as silk is a smile that comes from the heart not the handbook. 


Smooth as silk is an attitude born of a centuries old culture. It's the natural charm and friendliness of our cabin and ground ci 
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a beautiful fresh orchid for every passenger. It's superb cuisine, some of it with a traditional Thai flavour. 
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ASEAN 


Fresh Blood 


Vietnam, Laos and Burma set to join the Asean fold 


By Rodney Tasker, Bertil Lintner and 
Adam Schwarz in Bangkok 


Even at its birth in 1967, 
Asean was an unlikely 
alliance. A grouping that 
included Thailand and 
the Philippines, both 
staunchly behind the 
United States' war effort in Vietnam, with 
U.S. critics Malaysia and Indonesia, who 
had just emerged from bitter armed con- 
frontation, was odd enough. Add Singa- 
pore, which had been ejected from the 
Malaysian federation two years before, and 
the mix was stranger still. 

Nearly three decades later, Asean looks 
set to invite more unlikely partners into its 
fold. Most notable of the probable new 
members is Vietnam, whose long war was 
arguably the chief impetus behind Asean's 
formation. Laos and, eventually, Burma are 











Cambodian-Thai log trade: big business. 


also slated for membership. Ironically, co- 
opting the Indochinese countries into a 
greater Asean would have been unthink- 
able 10 years ago, but Burma could hap- 
pily have joined. Today in contrast, there is 
no problem drawing Indochina into the 
fold — though membership for Cambodia 
will depend on a more settled political situ- 
ation — while a formal link-up with 
Burma would be roundly condemned by 
the international community. 

That is because the Indochinese coun- 
tries are now viewed as good neighbours. 
In the aftermath of the Cold War, they are 
no longer regarded as Soviet or Chinese 
proxies, even though Vietnam and Laos 
remain avowedly communist. Instead, 
Asean countries are falling over each other 
to trade with and invest in all three. 

Vietnam and Laos have had observer 
status with Asean for the past two years, 


and diplomats say that it is now only a 
matter of time before Vietnam is admitted 
to Asean as a full member. Tiny, resource- 
rich Laos may well follow as it increasingly 
adopts Vietnam's blueprint for a market- 
oriented economy controlled by a commu- 
nist government. 

Cambodia is still the problem state for 
Asean, even though it has dropped its 
communist ideology. Its coalition govern- 
ment is still riven by potentially explosive 
factionalism, as was displayed by the re- 
cent coup attempt in Phnom Penh. And 
the dreaded communist Khmer Rouge still 
present a major threat of instability in the 
country, particularly since they were offi- 
cially outlawed by the government in early 
July, promptly setting up their own provi- 
sional government. 

Asean businessmen are nevertheless 
moving into Cambodia to make quick 
profits in such areas as services, real es- 
tate, logging and 
textiles. Singapore 
and Thailand have 
a big economic 
presence there, 
with Malaysia hot 
on their heels. The 
Thais still cling to 
their desire to be 
the gateway to In- 
dochina, but it is 
basically an Asean 
free-for-all in both 
Cambodia and Vi- 
etnam. And leaders 
of both countries 
tend to favour 
other Asean coun- 
tries rather than Thailand, which Indochi- 
nese countries have historically treated 
with suspicion. 

Cambodia has been invited to the cur- 
rent Asean annual ministerial meeting as a 
guest. But no Asean official envisages a 
more formal, closer association as long as 
the country remains in political disarray. 
"Except for Cambodia, Burma is the only 
country in the region posing the risk of 
open conflict" says Thai Deputy Foreign 
Minister Surin Pitsuwan. 

That helps to explain why Burma is 
only now being invited to send a delega- 
tion to the Asean meeting in Bangkok. 
Since the violent upheaval in Burma in 
1988, when a military junta took control, 
Asean has been guarded in its approach to 
Rangoon. 

Burma is thus being invited to the meet- 
ing only by the host, Thailand, rather than 
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by Asean as a whole. For two years, plans 
by Asean to invite Burma have been 
thwarted by predominantly-Muslim Ma- 
laysia and Indonesia. Their opposition was 
sparked by the flight of 200,000 members 
of the minority-Muslim Rohingya commu- 
nity from Burma to Bangladesh. 

But Malaysia and Indonesia have gra- 
dually fallen in line with Thailand's “con- 
structive engagement" policy towards 
Burma, allowing this year's invitation to 
go through. One reason for that more ac- 
commodating stance is economic. Al- 
though they do not like to admit it, most 
Asean countries are trading with and 
investing in Burma. Thailand has had 
logging and mineral-mining concessions 
in Burma since shortly after the 1988 up- 
heaval. Singapore is Burma's leading 
trading partner, to the tune of US$370-400 
million, largely in timber and raw materi- 
als from the Burmese side and electronic 
goods and machinery from Singapore. 
Malaysia and Indonesia are now also 
involved in joint ventures with the coun- 
try. 

The official Asean line, which has 
drawn heavy criticism from the U.S. and to 
a lesser extent other Western countries, is 
that limited ties with Rangoon will be more 
effective than isolation in encouraging de- 
mocracy in the country. Apart from fruit- 
ful trade and investment opportunities in 
Burma, Asean's unspoken reason for keep- 
ing the lines open is to avoid pushing the 
country further towards China. 

Isolating the country U.S.-style, the ar- 
gument goes, will only increase Burma's 
dependence on the arms and military tech- 
nology that China readily supplies. This 
could eventually mean southeast access to 
the Indian Ocean and Straits of Malacca for 
the Chinese. 

As Thailand's Surin says: "In a way, 
Burma keeps us together. Asean is united 
in opposition to the world. The West has 
the luxury of distance. We have the bur- 
den of proximity." Surin's view explains 
why other Asean countries are now con- 
tent to let Thailand take the lead in setting 
policy towards Burma. The dichotomy be- 
tween Asean and Western attitudes to- 
wards Burma may well once again come 
to the fore in the Asean Bangkok meeting, 
even though the issue is not scheduled for 
discussion. 

The U.S. and other non-Asean coun- 
tries, on the other hand, have indicated that 
they will be happy to see Vietnam join the 
Asean fold. 

The Thai view of Burma, though con- 
demned by many as a neocolonialist ex- 
ploitation of the country's resources, is not 
without supporters in the Western world. 
One non-Asian ambassador in Bangkok 
comments: "The Thais want a reasonably 
stable Burma on their border. They genu- 
inely feel that wooing Burma is more effec- 
tive than hitting it with a stick." a 
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ASEAN 


Profitable Partnership 


Business weighs in with the ballast for regional grouping 


By John McBeth in Jakarta and l 
Rigoberto Tiglao in Manila 


It’s easy for a growth. tri- 
angle to look good on pa- 
per. But unless business 
buys in to the concept, it 
won't amount to much 
more than three lines on 
an international map. 

Inside Asean, geometry looks like it 
might pay off. Private and state-controlled 
corporations are starting to nurture the 
three growth triangles conceived by their 
governments since 1990. If business ties 
among regional states continue to widen, 
economics may end up as the 
driving force of the Asean part- 
nership, which was powered in 
the past mainly by shared politi- 
cal concerns over Indochina. 

The union in June of Indone- 
sian tycoon Prajogo Pangestu's 
Barito Pacific, Indonesia's largest 
listed company, and Malaysia's 
Construction & Supplies House 
Bhd (Cash), was an illustration of 
how these links are being forged. 
The stock swap created one of the 
world's largest timber-based em- 
pires. 

Another example is the emer- 
gence of Metro Pacific, which is 
controlled by Indonesia's Salim 
group through the Hong Kong- 
based First Pacific, as a major 
player in the Philippines. Metro 
broke ground in Manila eight years ago in 
the drug and toiletries market, and has 
since branched out into communications 
and property development, the latter in 
partnership with the Rufino family. 

Following in Salim's footsteps is Siti 
Hardijanti Rukmana, President Suharto's 
daughter, whose Citra Lamtoro Gung 
Pasada will begin work in the next two 
months on its first Philippine project: a 
US$32.2 million extension to the South 
Luzon tollway. The Indonesian company 
is also involved in a joint venture with a 
state-owned Philippine firm to build a 
US$632.6 million elevated highway travers- 
ing Manila. 

Other conglomerates venturing into the 
Philippines are Malaysia's Kuok and Ber- 
jaya groups; Malaysian national car maker 
Proton, which wants to assemble the Saga 
in a joint venture with Philippine partners, 
and the Singapore Government-controlled 
Keppel Corp., now the Philippines' largest 
ship-repair company. Going the other way, 
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Philippine giant San Miguel Corp. has 
taken a 49% equity stake in brewer Delta 
Djakarta, makers of Anker beer. 

Not all new intra-Asean ventures have 
found it smooth going. The Philippines Su- 
preme Court blocked Berjaya's contract 
with a government agency to run the coun- 
try's computerised national lottery. And 
Malaysia's Genting group recently an- 
nounced that it was pulling out of a US$9 
million deal to operate a casino at Subic 
Bay, complaining of mixed signals from 
Manila. 

Even if investment across Asean bor- 
ders is still more like a trickle than a flood, 
the entry of big-league players such as 





Proton cars: joint-venture possibility. 


Kuok, Salim and Keppel into the game is 
significant. Salim's Metro Pacific, for exam- 
ple, branched out after gaining a foothold 
in the Philippines, a pattern that other 
Asean conglomerates may follow. Smaller 
companies, meanwhile, can be expected to 
follow the lead of the big boys. 

The influence of Asean business lead- 
ers, concerned with creating opportunities 
in the long term, is already starting to ex- 
tend beyond growth triangles and cross- 
border ventures. A group of regional busi- 
ness figures will contribute ideas directly 
to this year's Asia-Pacific Economic Coop- 
eration (Apec) summit in Jakarta and 
neighbouring Bogor. "These people are 
more forward-looking than their govern- 
ments," says one senior Asean diplomat. 
“In fact, they're the ones urging the gov- 
ernments on." 

For the most part, they're urging gov- 
ernments to lower trade barriers. The Indo- 
nesian Foreign Ministry's director for Asia 
and Pacific affairs, Kusnadi Pudjiwinarto, 
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notes that deregulation has allowed busi- 
nesses to operate more freely within the 
region. In turn, this new environment has 
helped persuade Asean to cut the wait for 
implementation of the Asean Free Trade 
Area (Afta) from 10 to 15 years, he says. “1 
think governments should still have the 
lead, but the private sector should be play- 
ing a much more important role," he adds. 

Since the prototype Singapore-Johor- 
Riau growth triangle was conceived in 
1990 to marry Singapore's technology and 
financial services to the cheaper labour and 
resources of Indonesia and Malaysia, more 
than 40 factories employing 28,000 work- 
ers have sprouted up on Indonesia's Batam 
Island industrial zone. One senior Indone- 
sian official describes it as a showcase of 
regional cooperation. 

Taking shape now is the so-called 
northern triangle, incorporating Indone- 
sia's Aceh and North Sumatra provinces; 
the Malaysian states of Kedah, Perlis, Perak 
and Penang, and the five southern Thai 
provinces of Narathiwat, Pattani, 
Yala, Satun and Songkhla. And 
to the east, new economic 
threads are being drawn between 
Indonesia’s North Sulawesi 
province and the Philippine cit- 
ies of Davao and General Santos. 
Dubbed the East Asean Growth 
Area, the idea is notably being 
pushed by the Philippine fishing 
industry, eager for access to In- 
donesian waters. 

While there's a likelihood of a 
formal trilateral agreement cov- 
ering the Singapore-Johore-Riau 
zone, officials have decided the 
northern triangle will be more 
loosely structured with only 
“terms of reference" as a frame- 
work and the private sector play- 
ing the lead role in deciding on 
joint investment schemes. Tourism has 
been earmarked as the leading sector, but 
initially the three countries will concentrate 
on basic infrastructure development. 

The geometrical synergy may not end 
there. The Malaysian Government is con- 
sidering a scheme that would bring Sabah 
into a much broader triangle with Min- 
danao and North Sulawesi, while Indone- 
sian President Suharto — whose country is 
part of all three growth triangles — is look- 
ing to develop a fourth with Malaysia and 
Brunei, centred on neighbouring Kali- 
mantan. 

The domestic political benefits of form- 
ing a sub-region with a combined GDP of 
US$12.4 billion and a population of more 
than 21 million are obvious. Malaysian 
Prime Minister Datuk Seri Mahathir Mo- 
hamad, who is from Kedah, wants the 
northern Malaysian states to catch up with 
the more developed area around Kuala 
Lumpur in the south. Thai Prime Minister 
Chuan Leekpai is a native of southern 
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o — às are seven of his ministers 
and deputy ministers; Chuan's administra- 
tion has already earmarked US$36 million 
t seed money for the project. 
^ For Indonesia and Thailand, the trian- 
gle also fits well with each government's 
. desire to decentralise economic growth 
away from Jakarta and Bangkok. For Ma- 
laysia, rising labour costs are affecting 
enang’ $ industrial base and local busi- 
(n have been eyeing the Thai bor- 
re a relocation of some of their 
icturing capacity would allow them 
take advantage of southern Thailand’s 
cheaper work forces cs 
Despite their fréquent political difficul- 
ties, Indonesia and Malaysia have been 
making significant strides in their eco- 
nomic relationship. Last January, on à visit 
-to Jakarta that highlighted the closer links 
between Malaysian businessmen and their 
pribumi counterparts in Indonesia, Malay- 
sian Deputy Prime Minister Datuk Seri 
Anwar Ibrahim proposed that the two 
‘countries launch a joint business strategy 
to tap Asia’s economic potential. 

All this fits into a broader picture, in 
which strong bilateral ties are the impera- 
tive for a tighter and more resilient multi- 
lateral relationship, It is a point Desmond 
Ball, of the Australian National Universi- 
ty's Strategic and Defence Studies Centre, 
makes in a discussion of security issues. 
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“Bilateral activities . . . are critically impor- 
tant in the development of the mutual trust 
and understanding that is essential for ef- 
fective multilateral activities,” he wrote in 
a recent paper. 

Izhar Ibrahim, the Indonesian Foreign 
Ministry's director general for political af- 
fairs, takes that thinking a step further. 
"When vou're talking about security, vou 
can't just look at it from the military an- 
gle,” he told the Review. "It has to be eco- 
nomic, social, cultural and ideological. All 
these factors should be integrated so we 
can achieve stability and genuine peace." 
Afta and the growth triangles, he says, are 

two developments that can only strengthen 
Asean resilience. 

Indeed, Afta has taken on much more 
significance in recent months than when it 
was launched in 1992, At the beginning, it 
was thought the concept would be prob- 
lematic because of the differences in eco- 
nomic development, particularly with the 
Philippines lagging behind the other five 
nations. "But then we saw the private sec- 
tor going fast and we began to think, 
maybe we can go faster," says Izhar. 

"There are still differences, but we don't 


think it will be an obstacle. That's the new 


idea." Even the Filipinos seem to agree. 
Asean officials say Afta’s main attrac- 

tion is to create a market of 350 million 

people that can draw foreign investment 
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and compete on a more level playing field 
with China. “The amount of intra-Asean 
trade won't be much more with Afta than 
it is now — and we've made no secret of. 
that,” says one official. "But if all the coun- 
tries have similar tariff levels, a U.S. fi 
investing in Singapore, for example, can 
export anywhere in the region and still en- 
joy the same tariffs." he 

“This is challenge," the same official ^ 
says. “They [the Asean countries] have 
never worked like this before. Unlike the 
North American Free Trade Area with all 
its documentation, Asean made a political 


decision and left the problems to later. The 


fact that they have to compete globally is 
one reason why it has to be kept going. 
We're now discussing linkages with varie - 
ous other trading groups.’ 5 
The successful completion of Gatt’s. 
Uruguay Round has spurred interest in) 
implementing Afta, where designated 
goods would face tariffs of 0% to Sie co- 
Asean states have so far agreed to place Um 
40,000 different items under the Afta um- 
brella, or 80% of manufactured goods. Al- 
though the Australians would like to see 
agricultural products and services in- 
cluded, thev are generally upbeat about the 
concept. “It's all about creating consist- 
ency," says one diplomat with a trade brief. 
"We see Afta as a useful, sub-regional tool 
for reinforcing Gatt.” s 
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Some recent titles from the Asian Development Bank: 
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TRAVELLERS' TALES 





LIFE IN THE FAST LANE: What's the best 
way to make memorable the opening of a 
six-lane, high-speed "superhighway"? 
Everyone who replied "Go stand in the 
fast lane" gets full marks. Toll-booth staff 
on the new expressway in Guangdong, 
southern China, marched across to the 
speediest track to salute the first batch of 
vehicles zooming down the highway. My 
driver managed to avoid running over any 
of them, although I’m sure they would 
have remained smiling had we done so. 
Master builder Gordon Wu was lead- 
ing a convoy of people to whom he wanted 
to show his latest miracle project: a 123- 
kilometre motorway built in 25 months. 
But the Hopewell Holdings boss reck- 
oned his bigger achievement was to have 
demolished a Chinese saying. There are 26 
major rivers and 45 smaller ones between 
Hong Kong and Guangzhou. This gave rise 
to the sneering phrase "You can't walk to 
Guangzhou," which means "Oh yeah? 
And I suppose you think pigs can fly, 
buster?" The Chinese maxim is now obso- 
lete, since you can walk to Guang- 
zhou, although the chances of ending 
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often admirably frank. Dan Blanchard of 
Dow Jones' Asian Equities Report, hunting 
for property to rent in Shanghai, tells me 
he has been put in the hands of a property 
firm called Invest and Exploit Corp. 

| am reminded of the Hanoi company 
named Hanoi Material Exploitation Co. 
which lists its products as "Materials and 
Substandard Materials." 
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HEAVENS ABOVE: I’ve heard of the 
Church of Christ Crucified, Church of 
Christ the Saviour, and so on, but this is 
the first time l've heard of the Church of 
Christ Downstairs. Tony Giles took the 
photograph in Baguio City, the Philippines, 
recently. He was puzzled as to how the 
church could be on the fifth floor, with ar- 
rows pointing to the basement. "Perhaps 
the sign had to be revised after the earth- 
quake of 1991?" he asked. Religion can be 
so confusing. All through my infancy, 1 
thought the Almighty was the man up- 
stairs, since people always pointed to the 
ceiling when they mentioned God. 





SPECIALTIES DISPEL ANY 
MISCONCEPTIONS THAT SZECHUANFOOD, 
ODDLY EUROPEAN ATMOSPHERE, 

FREE PARKING AVAILABLE. 


up as hamburger meat would be 
high, daredevil feats of toll-booth 
staff notwithstanding. 

But some of the real money-gen- 


DRIVING A POINT HOME: Police in 
Australia have been trying to show 
that penalties for drunk-driving there 


erating parts of the project are hid- 
den. Underneath the elevated sec- 
tions of the highway are huge facto- 
ries, and I mean HUUUGE. “At the mo- 
ment we are driving over a four-kilometre- 
long linear factory. There are 14 kilometres 
of linear factories,” explained Herb Whit- 
lock, director of the contractors’ consor- 
tium. I imagine this will be a typical con- 
versation inside such a factory: 

Visitor: I need a toilet, quick. 

Receptionist: Sure. Take the first corri- 
dor on the left, seventh right, 23rd left, and 
walk straight ahead for a couple of hours. 
You can’t miss it. 

This being China, there were the inevi- 
table cyclists and pedestrians on the wrong 
side of the motorway, moving against the 
traffic. But I was assured that by the time 
of the ceremonial opening in October, these 
people will be cleared away, in the unlikely 
event of any still being alive. 





PORTRAIT OF DURIAN: Kuala Lumpur 
held a Durian Awareness Week in May 
this year, I was surprised to learn. Surely 
the whole problem with durian is that one 
is all too hideously aware of it? 





TOO TRUE: Newcomers to capitalism are 
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PEP’N SILLY: This is on the back of the 
address card at Pep'N Chilli, a recently 
closed Sichuan restaurant in Hong Kong, 1 
hear from Peter Brack of Turner Interna- 
tional. I can only assume that some restau- 
rant reviewer accused them of having Si- 
chuan food, European atmosphere and free 
parking, and the restaurant is firmly deny- 
ing all three points. 





CORDON BLUE: Mike Smith, a former 
IBM executive whose Vietnam exploits 
were printed in this journal on May 12, 
made it into Thailand, where he discov- 
ered the above interesting hotel. Bet you 
don't get block-bookings from televan- 
gelists to stay there. Then again, perhaps 
you do. 
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are relatively light compared to other 
nations. They published this list of 
penalties from around the world in 
their In Brief magazine: 

Russia: Licence revoked for life. 

Turkey: Drunk driver is taken 20 miles 
from town and forced to walk back under 
police escort. 

Malaysia: Driver jailed, and if married, 
wife joins husband in prison. 

Poland: Driver jailed and forced to at- 
tend political lectures. 

Bulgaria: For a second offence, the 
driver is executed. 

El Salvador: No second chances. Drunk 
drivers are executed by firing squad at the 
first offence. : 





ONE IN A BILLION: Janet Kealey of the 
China-Britain Trade Group found a list of 
donors to the China Welfare Fund in the 
Beijing Review. The enormously long list of 
individuals says, in part, towards the end: 
“Yuan Zhaomei, Xu Yan, Zhang Xiahua, 
Cui Yuging, Wu Wengian, Ye Lin, four 
anonymous donors, one sinner." a 
—_$_——_—————— 
Have a tale to tell? Call (852) 508 4382, fax 
(852) 503 1530 or write to GPO Box 160, 
Hong Kong. 
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Ray Coote, Manager, Corporate 
Information Systems, Federal Airports 
Corporation, Australia, with an NCR 
3600 Unix System supporting over 300 
users at 24 sites. 





Jacques Boissier, Far East Group 
Director of Scoa Olivier Asia, with a 
PC LAN system supporting 40 users 

in 5 countries. 
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James Leung, MIS Manager of World 
Man Motors (China) Ltd, with an IBM 
RS6000 system supporting 8 users. 
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"SunSystems has a track record as a proven system that is 
installed on a range of platforms, and supported by regular 
updates. It is truly an accountant's system, not a technician's 


system." 


"We required integrated software that could handle accounting, 
sales order processing, inventory control and sales statistics. 
Systems Union's strong support capabilities and the fact that 
SunSystems is a completely integrated software with full account- 


SPECIAL OFFER! 


You will receive a free 


copy of Pocket Strategy, 


just published by 

Phe Economist Books, 

if you request a meeting 
with us. Offer 

open to the first 100 
respondents only! 


So act now. 





ing and business functions, is a key factor behind our decision.” 


“The company needed to maintain financial flexibility at each sub- 
sidiary company, yet required an up-to-date, single, integrated set 
of accounts and financial analysis for the holding company, with 


Chinese capabilities.” 


Large and small companies in 144 countries, at over 8,500 sites, have chosen 


SunSystems Accounting Software by Systems Union. 


To find out why these companies and over 8,500 customers have chosen 
SunSystems Accounting Software, call Systems Union in Hong Kong on 


(852) 802 3688. Now. Or, if you prefer, post or fax the coupon below. 


Regional offices: London, New York, Sydney, Hong Kong. 
Distributors throughout the world. 
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YES! Q Please call me to arrange a meeting. Q Please send me more informatiion. 


Name:. 
Title: — i ; k E 


Company: n 3 








Address: 





Telephone: 





Type of Business: — 





I would like to run SunSystems on: B Unix LJ Digital L IBM BL] PC/PC LAN 


Please post this coupon to Systems Union, 28th floor Central Plaza, 18 Harbour Road, 


Wanchai, Hong Kong. Tel: (852) 802 3688 


Fax: 





Fax: (852) 802 3100. 
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Racing for Matilda and for charity. 





COLONIAL LIFE 
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Getting to Know Matilda 


Nurse-detective recreates life and achievements of Victorian woman in Hong Kong 


By Nury Vittachi 


hite-sandalled nurses flitted along 

the polished-wood corridors of 

Hong Kong's Matilda Hospital. It 
was a breezy morning on the Peak, the city 
hilltop from which the colonial-era hospi- 
tal enjoys scenic views. As the staff went 
about their spring cleaning, Sister Joyce 
Smith, a fair-haired nurse in her early 40s, 
spotted an old photograph lying in a 
wastebin. Surely the Victorian woman star- 
ing up at her was Queen Victoria — or 
was it? 

Turning it over, Smith read a faded in- 
scription, written with a fountain pen some 
100 years earlier: "Matilda L. Sharp. H.K., 
Xmas, 1875.” 

The happenstance discovery, in the 
mid-1970s, piqued Smith’s curiosity. She 
framed Matilda’s photograph, displayed it 
in the hospital, and set out to learn her 
story. What had led this young English- 
woman to a remote Hong Kong plateau? 
Smith’s quest for an answer led her back to 
her homeland — and helped reverse the 
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failing fortunes of the hospital in which she 
worked. 

Smith may have seen a little of herself 
reflected in Matilda’s picture. She, too, had 
an adventurous streak. Born Joyce Stevens 
in a London hospital in 1934, she passed 
her final examination in midwifery at the 
age of 28. Five years later, in 1967, she 
moved to Hong Kong, led by “a gut feel- 
ing” that this was where she was meant to 
be. It was a period of unrest and water 
shortages. “There were riots and curfews,” 
she recalls, “and we only had water every 
fourth day.” She quickly took-up a post at 
Matilda Hospital, where she stayed 25 
years until she retired. 

To learn as much as she could about the 
woman in the photograph, the nurse- 
turned-detective first visited the Hong 
Kong Government's Public Records Office. 
There she found another piece to the puz- 
zle: the will of Matilda's husband, Gran- 
ville Sharp. A Hong Kong tycoon, Sharp 
built Matilda Hospital after his wife's 
death. 

Over several years, Smith pieced to- 
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gether more details of Matilda's life from 
talks with former patients. Matilda and 
Granville were a colourful couple who 
were well-known in Hong Kong society in 
the mid-to-late 1880s — but not necessarily 
well-loved. Granville skipped between 
professions, prompting the editor of the 
Hong Kong Telegraph to label him a "notori- 
ous professional philanthropist and cham- 
pion odd-jobber." 

In the letters page of the South China 
Morning Post, Smith put out a call for more 
information. It led to a breakthrough: a 
reader put her in touch with Matilda's 
great-great-grandnephew, Richard Web- 
ster. The retired banker invited Smith for a 
visit to his home in Norfolk the next time 
she returned to Britain. She enthusiastically 
accepted in June 1978. 

“It was a very exciting time," Smith re- 
calls. "I sat in a room, surrounded by dia- 
ries, and some of [Matilda's] original old 
letters." The yellowing, handwritten docu- 
ments told a remarkable story about a 
brave young Englishwoman who travelled 
to Asia by ship to be married. 
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At the age of 29, Matilda had set sail 
from England in 1858. She stopped first in 
India, where Granville was working, to 
marry him. Later that year, the newly- 
weds arrived in Hong Kong via steam- 
ship. Smith drew several parallels between 
her life and Matilda's: she herself had ar- 
rived in Hong Kong by ship at the age of 
33, married architect Eric Smith — a man 
she met in the colony — and made it her 
home. 

But Matilda's life a century before was 
peppered with mishaps and excitement. 
Even through hardship, she fought to 
maintain her Victorian decorum. On a voy- 
age to Tourane (now known as Danang, in 
Vietnam), her vessel was shipwrecked off 
the coast of an "island of savages" (be- 
lieved to be Hainan Island, China). Accord- 
ing to her diary, she watched aghast as fel- 
low passengers were nabbed by natives 
who seemed bent on "robbing or murder- 
ing them." 

The journal also details Matilda's di- 
lemma: how should she dress to meet her 



















Matilda Hospital in 1935. (Right and 
far right) Joyce Smith and Granville 
Sharp, founder of the hospital. 


NURY VITTACHI 


impending doom? Reads one col- 
ourful entry: “I, too, hesitated about 
putting on my hoop skirt — it 
seemed absurd to think of such a 
thing in a shipwreck, but I had been 
looking so like a closed umbrella all day 
that, with amah's help, I popped it on on 
deck and felt myself once more a present- 
able object." That was not her final entry, 
however. Matilda and Granville escaped 
in a smaller boat with several crew mem- 
bers and eventually landed safely in Hong 
Kong. 

Matilda's scratchy handwriting is hard 
to read, but her insights into life in the East 
are vivid and fresh. "Now that I have got 
to know them [the Cantonese] and got to 
know their ways, I really like them on the 
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whole very much. They cheat you fear- 
fully, of course, in every conceivable and 
inconceivable way, but then you know it, 
and they know that you know it, and so 
both parties reconcile themselves to what 
is inevitable." 

Her writings also describe the colony's 
"public transport" of the day. Coolies car- 
ried the Sharps to their home on the Peak 
in a palanquin, or sedan chair, a one-per- 
son carriage mounted on bamboo poles. 
Another diary entry conjures up scenes 
from the recent film The Piano. A dozen 
coolies lugged Matilda’s beloved grand pi- 
ano by hand up 500-plus metres — a job 
that took two hours. A piano tuner brought 
up the rear. 

It's clear that Matilda developed great 
respect for the Hong Kong Chinese. But 
life in the colony's early decades was some- 
times unstable. During a period in which 
bandits regularly robbed settlers' houses, 
Matilda trained herself to use a gun. Read- 
ing between the lines, it appears she grew 
somewhat trigger-happy. She chased tres- 





passers off her premises with warning 
shots and threats in pidgin English: "I've 
got too muchie thievesmen just now; any 
man come this side, chop chop!" Later, 
Matilda boasted in detailed letters to her 
family: "There is such an excitement about 
danger to me that there is nothing I should 
like so much as picking off a thief." 

She had no children, so Matilda spent 
much time recording her life stories in her 
diaries and in correspondence with her 
relatives in Britain. When she died in 1893, 
at the age of 64, Granville built the Matilda 


FAR EASTERN ECONOMIC REVIEW 


Hospital in her memory. The couple had 
grown to love Hong Kong and its people; 
he felt good knowing that their fortune 
would provide a valuable service for the 
colony. 

That hazy June afternoon in Norfolk, 
Smith absorbed the diaries’ contents in 
amazement. She found Matilda’s adven- 
tures so absorbing that she set out to write 
a book about them. In spare hours between 
nursing shifts, she wrote Matilda, a Hong 
Kong Legacy. First published in 1988, it re- 
lates Matilda’s remarkable ordeals, sup- 
ported with quotations from her diaries. 
And it outlines the history of the hospital 
that bears her name. 

Smith was also moved to make an ef- 
fort to revive Matilda Hospital. In the 
1970s, the once-proud institution faced 
empty beds — and empty coffers. The 
board of governors contemplated closing 
its doors, but management consultants re- 
commended a different course of action. 
Make the hospital better known in the 
community, they said, and expand its fa- 
cilities to attract more patients. 

Smith, whose mind was full of palan- 
quins and Victorian Hong Kong ephem- 
era, suggested a sedan-chair race. In 1975, 
the first corporate teams tugged company- 
sponsored sedan chairs up the Peak, rais- 
ing funds for the hospital and several as- 
sociated charities. (Some of the keenest 
participants were staff from longs such as 
Jardines and Swires that were active in the 
colony a century ago, and probably did 
business with Granville Sharp.) In the two 
decades since, the race has become a ma- 
jor annual social event, and has raised 
more than HK$10 million (US$1.3 
million). The hospital is now 
widely recognised, in good finan- 
cial health, and even boasts a wait- 
ing list for its beds. 

The palanquin race draws 
crowds because it’s good fun, Smith 
says. Still, every year they had to 
tighten rules to stymie innovative 
competitors who looked for loop- 
holes to gain an edge. “We had to 
introduce a rule which said that the 
passenger must be alive, human 
and over 16,” Smith says. “Teams 
were planning to carry children, 
skeletons or old parrots.” 

Smith, who turned 60 in May, 
has retired to Cornwall. But she visits 
Hong Kong frequently. Here, she can sur- 
vey the South China Sea and the expansive 
mountains through not only her own eyes, 
but through Matilda’s, picturing, more viv- 
idly than most, life in the early colony. 

“Matilda changed my view of Victorian 
women,” Smith says. “One thinks of them 
suffering from the vapours. But she must 
have been an extremely brave woman.” m 


Nury Vittachi is a senior writer of the Review, 
based in Hong Kong. 
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Japan by the Plan 








Blueprint for a New Japan by Ichiro Ozawa. 
Kodansha International, 114 Fifth Avenue, New York, 
NY. US$25. 


Japanese politicians on the way up have 
a habit of writing books calling for the crea- 
tion of a "New Japan." The series starts 
with Kakuei Tanaka's well-known work on 
"remaking the Japanese archipelago," pub- 
lished just before he became prime minis- 
ter in 1972, and continues with Yasuhiro 
Nakasone's account of his "spiritual jour- 
ney" towards a new Japanese nationalism 
(My Life in Politics was published just after 
Nakasone took power in 1981). It also in- 
cludes efforts by lesser luminaries 
such as Shin Kanemaru, the now dis- 
credited godfather of the Liberal 
Democratic Party (LDP), and Kane- 
maru's colleague and rival, former 
Prime Minister Noboru Takeshita. 

It was inevitable that a politician 
as ambitious as Ichiro Ozawa, the emi- 
nence grise of the reformist Japan Re- 
newal Party, would want to add to 
the collection. But Ozawa's Nihon 
Kaizo Keikaku, published a year ago in 
Japanese and now appearing in Eng- 
lish as Blueprint for a New Japan, dif- 
fers from the rest in important ways. 

Unlike most of the genre, Blueprint 
is not an exercise in self-promotion. It 
contains no pictures of Ozawa shak- 
ing hands with an American presi- 
dent, although Ozawa's network of 
American contacts is said to be unrivalled. 
Instead, the book is a compendium of ideas 
for making Japan into what Ozawa calls a 
“normal nation" — that is, one more like 
the United States. American critics and 
politicians adore Blueprint because it is a 
non-explicit declaration of love for Japan's 
closest ally. Others may have more reser- 
vations. 

Remarkably, Ozawa discusses the U.S.- 
Japan trade gap without suggesting any 
other cause than the "partially closed" 
Japanese market. The author's tactful ref- 
erence to the way Commodore Matthew 
Perry "prompted" the opening of Japan 
with his "black ships" in 1853 is another 
gem (most historians agree that Perry 
forced Japan to open its doors with supe- 
rior fire-power). But evidence of bias 
should not detract from the book's merits. 

Ozawa's basic theme is that Japan has a 
system that efficiently promoted growth 
and progress during the "catch-up" phase 
with the West, but one that doesn't work 
for a mature economic superpower. He ex- 
amines the shortcomings of the consensus 
principle in politics, the company-based 
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lifestyles of most Japanese workers, the ex- 
cessive concentration of the economy and 
population in Tokyo and the over-protec- 
tive attitude of the bureaucracy. 

Many of the ideas are not new; in fact, 
Ozawa admits to having received exten- 
sive help in preparing the book from other 
politicians, from the business world and 
from the much maligned bureaucracy. But 
the mood of urgency is refreshing, particu- 
larly with Ozawa's analysis of Japan's re- 
action (or non-reaction) to U.S. requests for 
contributions to the allied war effort dur- 
ing the 1990 Gulf crisis. 


As a senior member of the ruling LDP 





Cha Cha Cha 


Dance Dance Dance by Haruki Murakami. 
Kodansha, 114 Fifth Ave., New York, NY. US$22. 
N.P. by Banana Yoshimoto. 

Faber & Faber, 3 Queen Square, London. £4.50. 


Over the past few years, Japanese litera- 
ture has found increasing international 
exposure through the emergence of 
young authors such as Haruki Murakami 
and Banana Yoshimoto, who have gar- 
nered worldwide success with the Eng- 
lish translations of their novels. Mura- 
kami is a tarento (national idol) in Japan, 
and Banana Yoshimoto's artful simplicity 
is beloved by Japanese schoolgirls and lit- 
erary critics alike. Both have become the 
adopted voices of Japan's younger gen- 
eration, Murakami for the jaded, and 
Yoshimoto for the romantic. 

In Dance Dance Dance, Murakami bal- 
ances the surreal and the banal, creating 
a tangle of emotions and circumstances 
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during the crisis, Ozawa is able to list in 
detail the various U.S. requests for logisti- 
cal help. He also recounts how these re- 
quests were turned down by Japan, usu- 
ally on the grounds that the country's post- 
war "peace" constitution rules out collec- 
tive defence efforts. 

The moral, says Ozawa, is that Japan 
got the worst of both worlds: it wrote a 
cheque for US$13 billion to help finance 
the war but received small thanks for it. As 
for becoming a "normal country," Ozawa 
fails to note that Japan is not alone in hav- 
ing to reconcile hang-ups about the past 
with latter-day responsibilities. Germany 
faced the same dilemma during the Gulf 
crisis — and the country's conservative 
politicians used the same phrase to de- 
scribe their solution to it. 

If Blueprints merit is a sense of urgency, 
its defect is over-simplification. It is by no 
means certain — as Ozawa claims — that 
abolishing the multi-seat consti- 
tuencies used for lower house elec- 
tions and introducing Western-style 
single-seat constituencies will clean 
up Japanese politics and force politi- 
cians to discuss serious issues at elec- 
tion time. But Ozawa is right in saying 
that Japan's moribund parliamentary 
system needs a shot in the arm. 

The lack of serious debate in par- 
liament and the way bureaucrats, 
rather than ministers, take questions 


that offers both vicarious chills and 
human insight. Like a pop-culture 
version of Gabriel Garcia Marquez or 
Isabelle Allende, Murakami accepts 
the overlapping of the real and the 
surreal, offering up the idea that 
mundane life might hold the same tran- 
scendent surprises. 

The characters in Dance Dance Dance 
comprise a stereotypical cross-section of 
modern Japan. The nameless narrator is a 
freelance writer (a "shoveller of snow") 
who becomes involved in a bizarre chain 
of events when he returns to the seedy 
Dolphin Hotel to search for an old girl- 
friend whose "ears were like some great 
whirlpool of fate sucking me in." During 
this search he finds himself the tempo- 
rary guardian of two lost souls: a preco- 
cious, clairvoyant 13-year-old nymph 
reminiscent of Lolita but too self-pos- 
sessed to romanticise the narrator, and 
Gotanda, a handsome actor and former 
junior-high classmate, who serves as a ve- 
hicle for Murakami's knowledge of the 
hip, the cool and the pretentious. 

But the story takes on a life of its own 
as the narrator meets the 700-year-old 
Sheep Man living in a time warp inside 
the now-luxurious Dolphin Hotel. Mura- 
kami sets his characters on the edge of 
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in the lower house, are among the defects 
Ozawa targets. He's also right that the 
prime minister's official residence (Japan's 
White House) is pitifully understaffed and 
cannot function as a “command headquar- 
ters" for the nation. 

More radical is his criticism that Ja- 
panese politics has degenerated into a sys- 
tem for divvying up the national tax reve- 
nue — rather than for making policies. 
Ozawa should know. As a secretary-gen- 
eral of the ruling LDP in the late 1980s, he 
was in charge of the party's fund-gather- 
ing activities and became famous for twist- 
ing the arms of wealthy corporations. 
Ozawa's strength as a critic of the Japanese 
system, in fact, is that he has spent much 
of his life on the inside track. 

Whether Ozawa's book will change any- 
thing in Japanese politics is a moot point. Its 
author's reputation as a practising politi- 
cian — rather than a theorist — is contro- 
versial to say the least. He was widely cred- 
ited with having masterminded the events 
that led to the creation of the reformist 
Hosokawa government in the summer of 
1993. But Ozawa was also the man behind 
the series of failed gambles and botched 
backroom deals that helped to put the LDP 
(in partnership with the Social Democratic 
Party of Japan) back into of- 
fice one year later. f 

Ozawa's relations with BANANA 
the media are another prob- 


the terrifying and the com- 
forting. The anticipation of 
whether they'll succumb to 
this force or continue to 
“dance so it all keeps spin- 
ning,” makes his story as 
much a study of human na- 
ture as a mystery. 

Like Murakami, Banana 
Yoshimoto speaks to and 
for the bewildered face of 
modern Japanese youth. N.P. addresses 
the problems of Japan’s Lost Generation 
in a less fatalistic manner than Dance 
Dance Dance, yet in a manner more suited 
to young adult readers. 

N.P. takes its title from a collection of 
97 short stories written in English by 
Sarao Takase, a fictional Japanese author 
who lived in Boston and committed sui- 
cide at age 48. Kazami Kano, a recent col- 
lege graduate looking forward to a lazy 
summer in Tokyo, becomes a key figure 
in a mysterious chain of events after her 
boyfriend dies while translating an un- 
published 98th story by Takase. Seeking 
an explanation for the curse that falls 
upon anyone who attempts to translate 
the story, Kazami becomes involved with 
the author's son and daughter and his 
disturbed young lover. “All three of us 
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lem: he has quarrelled with most of the big 
national media organisations and now ap- 
pears regularly on only one of Japan's five 
commercial TV channels — the conserva- 
tive Fuji TV network. Ozawa has a lot to 
tell Japan, and a more direct way of telling 
it than most of his colleagues in the coun- 
try's old ruling parties. Tragically, what he 
has to say may make more impact on for- 
eigners than on his own countrymen. 

B Charles Smith 


Charles Smith is a Review correspondent 
based in Tokyo. 





Japan Works 


Shogun Management: How North Americans 
Can Thrive in Japanese Companies by 
William C. Byham with George Dixon. 
HarperCollins Publishers, 10 East 53 St., New 
York, NY. US$25. 











During an interview for a management 
position with an overseas Japanese com- 
pany, one of the Japanese interviewers 
dozes off. Local managers in a Japanese 
company receive performance 
review letters with perfunc- 
tory form letter praise. The 
applicant got the job, the man- 


feel so trapped and all 
alone. We regard you as 
someone who can help us 
escape . . . I feel like you're 
the one who can change 
things," the late Takase's 
son tells Kazami soon after 
meeting her. Through the 
summer they fight the mel- 
ancholic force exerted by 
the 98th story while strug- 


gling with the legacy of incest left by 
Takase when he killed himself after fall- 
ing in love with his own daughter. 
Takase suffered from rori-con, the 
Lolita complex, a hankering for young 
girls. The interesting treatment of rori-con 
notwithstanding, any semblance of a plot 
is lost halfway through the novel as the 
characters mill about without purpose. 
But N.P. gives a taste of Yoshimoto's sen- 
suous prose, for example, as she describes 
Kazami's emotions when reading 
Takase's 98th story: “I always get this 
feeling of a thick, hot liquid brewing in 
my heart. A new universe enters my 
body, and takes on a life of its own within 
me." m Julie Pucker 


Julie Pucker is a freelance writer based in 
Hong Kong. 
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agers were laid off within weeks of receiv- 
ing their letters. 

Welcome to the world of the overseas 
Japanese corporation. 

There are explanations for the above 
actions: in Japan, meetings or interviews 
are often a formality where confrontation 
is to be avoided, a chance to reaffirm and 
commit to policies and decisions already 
reached in less direct ways. Therefore, 
sleeping is often acceptable. 

Similarly, in Japan, formal personnel 
evaluations are often a ritual without real 
meaning. North Americans (especially) 
want a good performance management 
system which defines job responsibilities, 
sets measurable goals and provides feed- 
back. But this goes directly against the 
"Japanese way" of vague job parameters, 
team work, flexibility in assigning tasks 
and cultural taboos against direct criticism. 
Americans' constant concern for ^what's 
my role" is frequently interpreted by Ja- 
panese as selfishness. 

This book will surprise readers who 
may think that every detail of Japanese 
business practice and management tech- 
nique has already been described and dis- 
sected in one of the many books on the 
Japanese economic miracle. Not only does 
Shogun Management provide new insights 
into Japanese business behaviour, it is the 
most useful 200 pages that could be read 
by anyone, Japanese or not, working for or 
with a Japanese company overseas. 

The main focus is the challenge facing 
Japanese organisations in adapting to 
North American conditions. The primary 
audience (despite the subtitle) is Japanese 
managers and executives working over- 
seas, for whom there is much good advice 
on personnel policies, hiring criteria and 
training for Japanese and non-Japanese. 
Japanese managers will learn that they can- 
not object to hiring someone because they 
have no hair, have round tummies or are 
divorced. 

This book will also be of tremendous 
interest to non-Japanese working for Japan- 
ese corporations in Asia, Europe or North 
America. For example, the American insist- 
ence on bringing along wives to business 
dinners is out of place in Japanese culture; 
the heavy American emphasis on class- 
room training conflicts with Japanese reli- 
ance on on-the-job training, coaching and 
growing with the company by exposure to 
many different units. 

On one point, Japanese and American 
cultures are remarkably similar: in spite of 
an eagerness to borrow technology, both 
have a strong belief that their values and 
their ways of doing things are absolutely 
correct and that it is up to others to change. 

m Alain Dessaint 


Alain Dessaint is a social anthropologist and 
Asian Specialist for the Business Council for 
International Understanding in Washington. 
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China Cools to North Korea 





Death of Kim Il Sung ends decades-long link 


hile the political situation in North Korea 
W remains murky in the wake of the sudden 

death of President Kim Il Sung earlier this 
month, one thing is clear: The relationship between 
North Korea and China, cemented by the personal 
relationship forged during decades of revolutionary 
comradeship between Kim and Chinese leaders of 
his generation, has become distinctly cooler. 

Although there were certainly problems between 
North Korea and China while Kim was alive, the 
fact that he and senior Chinese leaders had a his- 
tory going back six decades meant that he was ac- 
corded a measure of respect by China that no other 
North Korean leader can expect. 

The special position enjoyed by Kim Il Sung was 
evident in the way Beijing responded to news of the 
82-year-old leader's death. A message of condolence 
was immediately sent by the heads of the Chinese 
party, government and congress to their counter- 
parts in Pyongyang. The entire Chinese leadership 
sent wreaths to the North Korean embassy in Bei- 
jing, and top Chinese leaders, including President 
Jiang Zemin and Premier Li Peng, went in person to 
pay their respects to the late North Korean leader. 

More significantly, perhaps, the entire pantheon 
of senior Chinese leaders, now ostensibly retired, 
led by Deng Xiaoping, Chen Yun, Peng Zhen and 
Yang Shangkun, also sent wreaths to the North Ko- 
rean embassy. The official condolence message, in 
fact, referred to Kim's "deep friendship with the 
older generation of Chinese revolutionaries." 

However, this warmth for the elder Kim does 
not extend to his son and designated political heir, 
Kim Jong Il. In fact, it is known that the Chinese 
were opposed when Kim first proposed his son as 
his successor. But Beijing eventually became re- 
signed to this arrangement, without much enthusi- 
asm. 

China's recognition of Kim Jong Il as the new 
leader of North Korea was evident in the official 
message of condolence, which pointedly referred to 
Kim Jong Il as the new leader of the North Korean 


Significantly, however, while the message ex- 
, pressed condolence to the North Korean 
* party, government and people, there was 
no word of sympathy for the late presi- 
dent's son or other members of his fam- 
ily. Ordinarily, an official Chinese con- 
dolence message would extend sym- 
pathies to the family of the deceased. 

A separate message was sent to North 
Korea by China's patriarch Deng 
Xiaoping. In it, the 89-year-old Chinese 
leader called Kim Il Sung "a close com- 
rade-in-arms and comrade.” However, 
Deng omitted all mention of Kim’s fam- 
ily and did not even refer to Kim Jong Il 
as the new leader. 

Although China has acknowledged 
Kim Jong Il as the country's new leader, 
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his position may not be secure. This is suggested by 
the circumstances surrounding the announcement 
of the elder Kim's death. Only weeks before his 
death, Kim Il Sung had met with former American 
President Jimmy Carter and, at the time, seemed to 
be in the best of health. 

His death two weeks later, ostensibly of a heart 
attack, was not immediately announced. When the 
death was finally made public, it came with the 
disclosure that an autopsy had been performed, 
whose results confirmed the cause of death as "a 
serious myocardial infarction followed by a heart 
attack." 

The fact that an autopsy was performed sug- 
gests that there were people high up in the North 
Korean leadership who were sceptical that the death 
was due to natural causes and Kim Jong Il, to allay 
their suspicions, had to provide medical evidence 
by ordering an autopsy performed. The postpone- 
ment of the funeral by two days also suggests that 
not all is well in North Korea. 

Another sign that Kim Jong Il may not command 
widespread support within the North Korean lead- 
ership came last year when his uncle, the 71-year- 
old Kim Yong Ju, was suddenly appointed vice- 
president after 17 years in political obscurity. Even 
though one of the uncle's first public acts was to 
proclaim loyalty to Kim Jong Il, it still suggests that 
it was important for the younger Kim to be seen to 
have his uncle's support. This, again, indicates a 
lack of confidence in Kim Jong Il on the part of 
senior North Korean officials. 


hina’s reaction to Kim's death also reveals 

Beijing’s official attitude towards North and 

South Korea. Even though China enjoys dip- 
lomatic relations with both countries, Xinhua, the 
official Chinese news agency, refers to North Korea 
by its official name, the Democratic People’s Repub- 
lic of Korea. However, Xinhua despatches do not 
use Republic of Korea, the formal name of the gov- 
ernment in Seoul. Instead, Xinhua uses South Ko- 
rea, as though the country were simply a geographi- 
cal entity. While this may not reflect Beijing’s view 
as to whether Pyongyang or Seoul is more impor- 
tant to China, it does reflect the formal position of 
the Chinese Communist Party. 

Also galling to Seoul must be constant Chinese 
references to the late Kim Il Sung as “the great 
leader of the Korean people,” not of the North Ko- 
rean people. But Seoul, it is clear, long ago decided 
to accept such treatment by China, and to attach 
less importance to form than to substance. 

From the Chinese Communist Party’s stand- 
point, ties with North Korea must be given pre- 
cedence because they reflect the relationship be- 
tween two fraternal communist parties. Beijing's re- 
lationship with Pyongyang traditionally has been 
on three levels: party to party, state to state and 
military to military. With Seoul, all China has are 
normal state-to-state relations. » 
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Foreign-exchange dealing room in Japan: regional demand is generating a wide variety of financing options. 
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A Taste for New Recipes 


The region's borrowers start to find banks too conservative 


sia’s appetite for capital is vora- 
A no one source is deep 

enough to meet total demand. 
The region requires US$1 trillion, accord- 
ing to a recent study from the Hongkong 
and Shanghai Banking Corp., from now 
until the end. of the decade for projects 
that are already under way or on the 
drawing boards. 

But this is only one of the reasons 
why Asians have started to look offshore 
in such great numbers to raise desper- 
ately needed capital. For another, “Asian 
corporates are concerned with being too 
dependent on banks,” says David 
Walker, managing director of CS 
First Boston in Hong Kong. 

“They have seen the Japanese 
and American banks pull back and 
the Europeans become more selec- 
tive. They are worried that when 
they want to refinance, they may 
not be able to, particularly for 
longer maturities.” 

Moreover, banks in many 
Southeast Asian countries includ- 
ing Thailand and the Philippines 
do not always lend at competitive 
rates. Concern about the cost as 
well as availability of bank funds 
is driving Asian borrowers to look 
beyond their bankers. 

Another important element in 
the move to borrow in debt mar- 
kets offshore is that debt markets 
at home remain underdeveloped. 
“There are doubts that the current struc- 
ture of Asia’s financial markets will be 
able to accommodate all the needs” (of 
local borrowers), explains the Hongkong 
and Shanghai Bank’s report. 

As a consequence of seeing their 
Asian borrowers become less reliant on 
loans, commercial banks like Citicorp 
have been developing their investment- 
banking arms so that they are not left 
behind. They are developing products, 
setting up more local trading desks and 
working on securitisation. 

The alternatives to bank loans vary 
from market to market, of course. But for 
whatever reason, Asian capital markets 
are still underdeveloped, and local insti- 
tutional investors scarce. At the same 
time, in the deep capital markets off- 
shore, investors in America and Europe 
have been increasingly eager to hold pa- 


By Henny Sender in Hong Kong 


per issued by Asian borrowers. 

This in turn has led to some new di- 
rections emerging in career paths. For in- 
stance, three-and-a-half years on the 
high-yield bond desk at CS First Boston 
in New York might not seem the most 
suitable training for a director of capital 
markets at CS First Boston in Hong Kong. 

But part of Andrew Fisher's responsi- 
bilities since arriving in the territory a 
year ago has been to take Asian issuers to 
the Yankee Bond market in the U.S. Since 
most Asian corporates are high-yield is- 
suers, this background is thus more ap- 





The drive to modernise. 


propriate than it would initially appear. 

“This year we have seen more and 
more Asian borrowers use international 
capital markets," says Julie Craddock, a 
director of Corporate Finance at Barclays 
de Zoete Wedd in Hong Kong. 

Issuers get long-term money which in 
many cases hasn't been available at 
home, while investors get higher yields 
than they could receive from more fa- 
miliar American credits. 

The first deal Fisher worked on was 
for Indonesian corporate Indorayon; the 
country’s second-largest pulp producer, 
which has recently diversified into rayon 
fibre. The company wanted long-term 
money, but unfortunately there was not 
much available in the Jakarta market. 

^We thought the high-yield market 
could understand the company," ex- 
plains Fisher. Indonesia has numerous 
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operations which need long-term capital 
but are unable to obtain it at home. They 
have plenty of company. Firms from the 
Philippines and Australia have joined In- 
donesians in the queue since Salomon 
Brothers kicked things off with a US$500 
million deal for Petronas, the Malaysian 
national oil company, in mid-1993. Eve- 
ryone wants cheap capital. 

"As more and more of these econo- 
mies become more deregulated, the cost 
of capital becomes a major issue," says 
Avinder Bindra, managing director of 
Citicorp International, the merchant- 
banking arm of the commercial 
banking giant. "Cheap capital is a 
major competitive advantage. 
Everyone has seen what Japan 
could do [with cheap capital] in 
the past." 

If Indorayon signalled a new 
trend for Asian borrowers in the 
debt market, a convertible bond 
for UMC of Taiwan was a sign of 
the times on the equity-linked 
side. "That was my favourite 
deal," recalls Craddock. 

At the time the deal for the inte- 
grated-circuit maker was launched 
in May, it was the biggest one done 
in Taiwan. The company obtained 
cheap funds (the coupon was un- 
der 2%). Also, overseas investors, 
whose ability to invest directly into 
the Taiwanese equity market is 
limited by tight restrictions, have 
the right to convert their bonds later into 
shares of a company whose fundamen- 
tals are strong. 

Just over a year ago, there hardly was 
a convertible bond (CB) market for Asian 
issuers. Then, in the summer of 1993, 
when interest rates were low and the re- 
gion's stockmarkets booming, American 
investment bank Morgan Stanley took 
numerous Hong Kong companies to the 
market in convertible bond issues which 
were marketed primarily to European 
fixed-income investors looking for attrac- 
tive yields. Hong Kong companies sud- 
denly had a new and cheap source of 
funds. 

The first deal was one Morgan Stan- 
ley did for Wharf Capital for US$400 mil- 
lion in June of 1993. Wharf's two choices 
when it sought capital in the past were 
either to appeal to the equity market or 
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Risks hardly ever 


travel alone. 


Risks prowl ceaselessly around every busi- 
ness. Usually, they hunt in packs. Dealing with 
them piecemeal is ineffective. More often than 
not, they’re linked. 

Nowhere is that linkage more intricate than 
in the airline business. Fuel prices, interest rates, 
currency swings, load factors, even political pitfalls — 
each risk has to be examined in light of the others. 

To bring an element of stability to an indus- 


try that changes minute by minute, Bankers Trust 





has found a way of analyzing the airline business 
and attaching a monetary value to many of the 
operational risks it faces. A risk management plan 
that can turn volatility into profitability. 

With our hands at the reins, you'll see 
which risk will hurt you; which you'll profit by. So 


risk will do your bidding, not take you unawares. 
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go to its bankers for a syndicated loan. 
But equity is dilutive, of course, and 
Wharf staffers didn't want to become 
even more hostage to their bankers. 
Like all companies in Hong Kong at 
that time, the firm had no rating. "But we 
felt that this was a very strong, invest- 


ment-grade credit," says Mark Hantho, 
head of equity capital markets for Mor- 
gan Stanley in Hong Kong. "They had a 
very substantial balance sheet. And at 
that time, market sentiment to China was 
improving. We thought Hong Kong cor- 
porates could benefit from that." 

Morgan Stanley thought a CB mar- 
keted abroad was the ideal vehicle. 
Wharf could have rates lower than on its 
bank borrowing while selling shares at a 
premium. Since the Wharf deal, Morgan 
Stanley has done at least half a dozen 
more CBs for major Hong Kong com- 
panies including the one that it is most 
proud of: a CB for rival brokerage Pere- 
grine. 

Investors who got in early made a lot 
of money in 1993. Since then, of course, 
conditions in the market have changed 
drastically. Interest rates are higher, the 
stockmarket more volatile and the Hang 
Seng Index of Hong Kong stocks 22% 
lower than it was at the start of the year. 
At the peak, "it was easy to do sloppy 
work," says Hantho. "The discipline was 
lost. Investors are now exacting their 
price. There is a bit of cleansing in the 
market." 

Unfortunately, investors who came in 
at the end of the cycle have lost money. 
Virtually every deal brought in during 
1994 is trading at a substantial discount 
to its issue price. But even under difficult 
circumstances, there are still deals being 
brought to the market for Asian issuers. 
To get transactions done, though, re- 
quires more sweeteners for investors. 

Chinese companies listed in Shanghai 
are also eager to get into the act. Shang- 
hai Tire and Rubber, among others, has 
already announced that it intends to is- 
sue a CB, though it isn't yet clear whether 
it has the permission of the Chinese au- 
thorities to launch one. (In fact, it isn't 
entirely clear which Chinese authorities 
have the final say on the matter.) 

The need is evident. Chinese com- 
panies are rarely allowed to borrow off- 
shore because the Chinese authorities are 
rationing access to precious foreign ex- 
change. They can't borrow from their lo- 
cal banks because the Chinese banks are 
under strict instructions to curb credit. 
And finally, with the Shanghai stockmar- 
ket down 40% in the year to date, equity 
is no longer a viable alternative. 

Investment bankers say the strongest 
potential demand for such new instru- 
ments lies in Southeast Asia (particularly 
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Indonesia), Hong Kong and South Ko- 
rea, and not necessarily, as one might 
think, in China. “The decision-making 
for China is too political," says the head 
of capital markets at a major American 
investment bank. "In the other markets 
the issuers themselves are more respon- 
sible for making decisions. You can get 
more done. And besides, the competition 
for China deals is ruthless." 

In Japan, the banks have traditionally 
been powerful enough to hamper the 
development of local debt markets, 
which they feared would lure their best 
corporate clients. Although there have 
been some steps taken to liberalise it, the 
corporate bond market is still hemmed 
in by numerous restrictions. 

When Japanese banks were flush with 


More progress in Hong Kong. 


cash, this mattered less than at present. 
Now, the Japanese banks are struggling 
with massive bad debts and, as a result, 
corporate Japan is having trouble raising 
debt at home. Hence the rush of Japan- 
ese issuers into the Swiss market. 

Some Asian central banks are op- 
posed to the development of local capi- 
tal markets, believing that this would 
give them less control over money sup- 
ply. This has been true of Bank Negara, 
the Malaysian central bank. The Mone- 
tary Authority of Singapore (MAS), while 
delighted to make the city state an inter- 
national financial centre, has been very 
reluctant to see the Singapore dollar be- 
come internationalised lest it limit the 
MAS's ability to control its currency. 

The Thai central bank has been more 
encouraging towards efforts to come up 
with alternative financial structures for 
Thai borrowers. This is partly because it 
has not made much progress in persuad- 
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ing local banks to lower lending margins 
to corporates seeking funds. Expensive 
capital, the central bank fears, puts do- 
mestic companies at a competitive dis- 
advantage. 

The Bank of Thailand thus gave its 
blessing to an Asian Currency Note pro- 
gramme designed by Lehman Brothers 
Asia for Industrial Finance Co. of Thai- 
land. This will allow that blue chip to 
issue debt in a variety of currencies in- 
cluding the baht. And Merrill Lynch did 
an interesting zero coupon US$35 mil- 
lion issue for TPI Polene which offers a 
currency play on the baht for both issu- 
ers and investors. The deal was syndi- 
cated entirely in Asia. 

Citibank has set up a baht local cur- 
rency derivatives desk which enables it 
to offer customers more choices. Chemi- 
cal Securities Asia arranged 17 baht-de- 
nominated issues last year, according to 
Asiamoney figures. 

The Indonesians are also growing 
their rupiah corporate bond market. One 
of Citicorp's star issues last year was a 
Rps 60 billion (US$27.8 million) bond for 
PT General Motors Buana at a time when 
U.S. investors were interested in high- 
yield paper. | 

The Hong Kong debt market has 
made the most progress. Infrastructure 
spending is driving the development of 
the market; in the next 10 years, the terri- 
tory is expected to spend HK$350 billion 
(US$44.9 billion) on its infrastructure. 
The Hong Kong Monetary Authority has 
not only been open to seeing the local 
currency debt market take off; it has ac- 
tively fostered the market. 

Sovereign and quasi-sovereign issu- 
ers are welcome; borrowers include the 
World Bank, the International Finance 
Corp. and the Asian Development Bank 
(ADB) as well as the monetary authority 
itself. Local borrowers are also beginning 
to issue Hong Kong dollar debt; the Bank 
of East Asia just raised money in a Hong 
Kong dollar private placement lead-man- 
aged by Merrill Lynch. 

Still, Hong Kong has a long way to 
go. "In comparison with the overall size 
of bank-loan financing, the total value of 
debt issued in various forms remains 
small," notes the Hongkong Bank report. 
Previously, "thin trading volume in the 
local market made it difficult for [local 
issuers] to issue paper at rates compara- 
ble to what they would pay in other mar- 
kets." In 1993, debt issued through the 
stock exchange came to only HK$6 bil- 
lion. 

Recently, though, there have been 
some breakthroughs. The Stock Ex- 
change of Hong Kong is doing its bit. 
Beginning July 1, new rules took effect 
which make it easier to list bonds on the 
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Hong Kong 


Placing of Existing Shares/ 
Acquisition of Assets/ 
Subscription of New Shares/May 1994 


US$495,000,000 
CITIC Pacific Limited 


LJA 8.250 SM X 
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Financial Advisor/ 
Underwriter 












U.S.A. 


Private Placement of 
New Shares/April 1994 


US$82,560,000 
A-S China Plumbing 
Products Limited 


An Affiliate of 
American Standard Inc. 


Cay 
Sole Placing Agent Sfandard 


















Hong Kong 


New Issue/June 1994 
US$25,000,000 


Enterprise and Investment 
Corporation Limited 


Hong Kong 


Placing and Subscription of 
New Shares/Acquisition of Assets/ 
May 1994 


US$118,000,000 
Hai Hong Holdings 
Company Limited 
Financial Advisor/ 
Underwriter 
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exchange and cut listing fees. By listing 
bonds, they become more liquid and can 
be traded more easily. This in turn en- 
courages investors to buy debt in the first 
place. 

While Asian borrowers will continue 
to tap offshore markets, in the long term 
there is also much potential for Asian 
borrowers to turn to Asian investors 
who, after all, are much more familiar 
with their names and the credit of their 
home governments. They may also be 
less fickle than investors overseas, whose 
sentiment can shift dramatically. 

So far, the traditional investor base at 
home has been the region's central 
banks, which have been decidedly risk- 
adverse; as investors, they generally seek 
only the highest-quality, top-rated issues 
(though there are times when for strate- 
gic or other national policy reasons they 
will make an exception to this practice). 

At the opposite end of the spectrum 
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are the extraordinarily wealthy individu- 
als of the region. Increasingly, these two 
categories have been joined by a third; 
local banks and financial institutions. 

Finally, local corporates are also be- 
coming interested in investing in the pa- 
per of Asian borrowers. For instance, 
many Hong Kong companies, particu- 
larly some of the property developers, 
are cash rich, having raised capital when 
interest rates were low last year. 

One of the more controversial subjects 
among followers of Asian capital mar- 
kets has been the debate over the merits 
of the dragon bond market, in which 
borrowers who may or may not be Asian 
tap an investor base that is at least nomi- 
nally Asian. 

The dragon market was nurtured by 
the former treasurer of the ADB, Tomoo 
Hayakawa, whose institution did the 
first issue. Since then, a variety of quasi- 
sovereign issuers from outside the region 
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have tapped the market and raised over 
US$4 billion through the first quarter of 
1994. These borrowers include General 
Electric Capital Corp., Nordic Investment 
Bank and others. They have been gener- 
ally illiquid, locked away rather than 
freely traded in secondary markets. 
Meanwhile, local borrowers have been 
the exception rather than the rule. 

The past year has been a milestone 
for Asian users of the capital markets. 
Many obtained cheaper funding, particu- 
larly the savvy Hong Kong corporates 
whose timing was superb. Others were 
able to secure much more long term capi- 
tal than they ever had before. Market 
conditions have gone from bullish to 
bearish over the past 12 months, but the 
Asian appetite for capital remains great 
and is growing. A more adverse envi- 
ronment simply means that the need for 
innovation will be even more pressing in 
coming months. m 


i United States dor their. use as ii specula: : 
~ tive instruments. While Japanese banks 


are free to trade in derivative contracts - 


$5 in London or New York, the Finance: 


istry’s nannyish attitude has pre- 


: vented them from doing so at home. 


The heavy hand of the regulators 


: has also raised costs for everyone who. 

2 . wants to do business in Japan's capital _ 
le. ."Besides the New York and London 
- markets, we have to be aware of com- - 
petition from Hong Kong and Singa- 
pore," said Tomomitsu Oba, a former - 


: markets. Securities transactions taxes i 
are high and listing charges onerous. . 


The 10 foreign firms that delisted : 


from the Tokyo Stock Exchange last 
year did so because these costs and . 

- others far outweighed the benefits of 

- maintaining a presence. When General _ 

. Motors delisted, a spokesman for the _ 

i company : reckoned that it cost the firm 

-10 times as much to maintain its posi- 
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Uncertainty Rules 


By Terence Kiernan in Seoul 


orean companies are eagerly in- 
K creasing their issuance of equity- 

linked commercial paper over- 
seas, thanks to a strong stockmarket and 
loosening government controls. How- 
ever, investor interest in Korean paper 
has cooled since various issues' strong 
performance in 1993, and the market's 
expansion has not been without hitches, 
according to securities analysts in Seoul. 

Since Samsung Electronics issued the 
first Korean paper in 1985 — a US$20 
million convertible bond (CB) — Korean 
companies have used the offshore equity 
market as a way to sidestep high domes- 
tic interest rates and boost their im- 
ages abroad. The market has become 
an especially attractive fund-raising 
option for Korean companies recently, 
given the high interest rates on non- 
equity paper such as straight bonds 
and floating-rate notes. 

The Ministry of Finance allowed a 
whopping US$1.1 billion worth of 
equity-related Korean paper-CBs, 
bonds with warrants (Bws) and de- 
positary receipts (DRs) — to be floated 
in 1991 prior to the partial opening of 
the Korea Stock Exchange (KSE) to di- 
rect foreign investment in January 
1992. However, the ministry allowed 
only US$639 million worth of new is- 
sues in 1992 because of a shaky bal- 
ance of payments and the popularity 
of direct investment in the KSE. 

The market has expanded consid- 
erably since then, growing 43% last 
year to US$916 million. In addition, so 
many issues have been slated for the first 
three quarters of 1994 that the US$1.25 
billion ceiling for equity-linked paper set 
by the ministry for this year has already 
been reached. Officials are currently 
drawing up a supplementary ceiling. 

The ministry has been hard pressed 
to accommodate all of the Korean com- 
panies that would like to issue overseas 
equity-linked paper. The amount of 
Korean offshore-equity instruments — 
including country funds and unit trusts 
— has increased significantly in recent 
years. As of March 31, the total capitali- 
sation for Korean offshore equities was 
valued at more than US$4.8 billion. 

CBs denominated in U.S. dollars have 
grown to be the largest portion of the 
offshore market, accounting for 29.7% of 
its total capitalisation at the end of May. 
However, global DRs (GDRs) and Swiss- 


franc denominated CBs have assumed a 
greater weighting recently, increasing by 
24.6% and 8.6% respectively in the first 
five months of the year, in turn represent- 
ing 19% and 5.3% of the offshore market. 

Larger local companies with more 
established reputations and good stock 
prospects prefer GDRs because, unlike 
bonds, they do not involve debt financ- 
ing. Also, many companies such as Sam- 
sung Electronics floated CBs in the late 
1980s, and now want experience with 
GDRs. Small and medium-sized com- 
panies favour BWs, especially those de- 
nominated in Swiss francs and listed in 





Samsung led the field in bonds. 


Luxembourg, because of the ease of their 
placement despite their small size. In 
addition, Korean firms are generally 
more familiar with CBs. 

From an investor's point of view, 
Korean paper was the place to be in the 
early part of this year. In January, the 
average premium on CBs in U.S. dollars 
was 40-45%, up from 20-25% in Septem- 
ber. For example, the premium for Sam- 
sung Electronics’ CBs rose from about 
30% late last year to a high of 52%, while 
the premium for Hyundai Motors’ DRs 
skyrocketed from 20% to more than 70%. 

Korean equity-linked instruments are 
attractive to overseas investors, given 
that the Seoul bourse has reached its 10% 
foreign ownership limit. They are often 
more liquid than stock traded on the KSE, 
and purchasing them does not involve 
the foreign-exchange risk or red tape that 
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comes with direct investment in the KSE, 
according to analysts. As a result, premi- 
ums are often higher for offshore instru- 
ments than they are for the underlying 
stock on the over-the-counter market. 

However, the bubble burst in early 
February when investors became wary 
of the rapid expansion of premiums and 
began reducing their holdings. Premi- 
ums began to fall, and worries about the 
North Korean nuclear problem cut into 
them further while the KSE was losing 
steam anyway after failing to surmount 
the psychologically important 1,000 point 
level in late January. 

The market rebounded somewhat in 
March when it consolidated at premiums 
of 10-30%, but investors have become 
more choosy lately and have not been 
very impressed with some of the recent 
entrants to the Korean paper market. 

The KSE’s recent performance has also 
helped to promote a pensive approach 
by investors. “This is not a real bull 
market when investors will buy any- 
thing they can get their hands on,” 
says Donald S. Lee, of the institutional 
sales department of Schroder Securi- 
ties in Seoul. 

Nevertheless, the Korean stock- 
market does have a relatively strong 
valuation compared with markets in 
the rest of Asia, and analysts praise 
Korean companies for improving the 
attractiveness of their equity-linked 
paper. "In the past, smaller companies 
wanted the same terms and condi- 
tions asked by the larger companies, 
but as time has gone by, they have 
become more reasonable with regard 
to their pricing and conditions," says 
Ahn Sung-eun, a manager at the Seoul 
branch of Barclays de Zoete Wedd 
Securities Ltd. 

While the ministry is expected to 
increase the foreign investment limit 
in the second half of this year, the rise 
should only be two or three percentage 
points and will only affect the offshore 
equities market for a short time. 

A more important factor will be how 
much more equity-related paper Korean 
companies will be allowed to issue in the 
fourth quarter, analysts say. "We will in- 
crease our issuance ceiling, but we also 
have to keep in mind our macroeco- 
nomic condition, effects on the exchange 
rate, the state of the stockmarket and the 
balance of payments," says the ministry. 
“Capital liberalisation is good for the 
economy, but we must be cautious." 

However, officials will have to loosen 
their grip on the equity-related offshore 
market further in any case, given Seoul's 
goal of entering the Organisation for Eco- 
nomic Cooperation and Development in 
1996, analysts say. S 
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HONG KONG 





a By Ed Paisley in Hong Kong 


hà ould this be the year that the 

dong Kong dollar debt market 

P" comes into its own? Hong Kong 

overnment officials are enthusiastic, 

pointing to the success of their local two- 

and three-year benchmark rates in at- 
tracting more corporate issues. 

Ximism in the future would also 
seem warranted by additional HK$23 
billion (U5$2.9 billion) worth of fixed-in- 
come corporate paper expected to begin 
hitting the market in the second half of 
this year to help finance Hong Kong's 
new airport and connecting mass-transit 
railway system. 

But market players are mostly pessi- 
mistic, despite the emergence of a truly 
liquid HK$56 billion market in govem- 
ment paper and more than HK$9 billion 
in corporate bond issues in the first half 
of 1994, up from HK$6 billion for all of 
1993. The reason, say local players, is 
that more paper does not necessarily 
mean more liquidity — the lifeblood of 


= Professional expertise 
" Product diversity 


2 [ndustry leadership 


PCI Capital Corporation, the investment 


banking arm of the PCIBank Group, just 
concluded another record-breaking vear. 


. k capped 1993 with a number of highly 


successful loan syndications, commercial 
paper issues, and initial public offerings. 
It also propelled PClBank to an Award 
for Excellence as the "Best Bank in the 
Philippines" —an award given by the 
Euromoney publication in recognition of 


of Liquidity 


any market. 

Indeed, there are other ingredients 
needed if Hong Kong-dollar denomi- 
nated bonds are ever going to challenge 
the attractions of the Euromarkets, say 
bond underwriters and traders. For un- 
derwriters, the first problem is that "it is 
very difficult to find hedging instru- 
ments in Hong Kong beyond three 
years," says Patrick Thomas of Oakreed 
Financial Services, which specialises in 
Hong Kong debt securities. 

Underwriters consequently "try to 
match supply with demand, in terms of 
size and yield," says Thomas, "resulting 
in no liquidity." In addition, underwrit- 
ers, local issuers and fund managers all 
complain that a dearth of interest-rate 
and currency-swap partners among 
Hong Kong corporates for multinational 
bond issuers inhibits the market's devel- 
opment as an international bond market. 

Moreover, the local tax regime inhib- 
its the development of a viable commer- 


PClBank's leadership in investment 
banking. 


Part of PCI Capitals strength is drawn 
from the support of the PClBank Group. 


With the financial stability and vast 
network of a leading unibank to back it 


up, PCI Capital has taken an aggressive 
approach to product innovation. Clients 
rely on its core group of professionals for 
ali aspects of investment banking: from 


[O PCI Capital Corporation 


A member of the PCIBank Group 


cial-paper market that might, in turn, cre- 
ate a liquid swap market for Hong Kong : 
dollar-denominated swaps. ] 

“This is no longer a developing mar- 
ket," concludes Thomas of Oakree 
"This is a market that has developed as 
far as it can, given its geographical con- 
straints and China's resumption of sov- 
ereignty in three years. It can't become 
an international market, but as a capital 
market in the broader sense, Hong Kong 
will do fine." 

Government officials, however, are 
more Lio about the market's inter- 
national appeal. "There is demand is 
Asia for good quality paper with a reli- 
able benchmark," says Joseph Yam Chi 


Kwong, chief executive of the Hong 


Kong Monetary Authority (HKMA),_ the ee 
central bank. um 
Market players agree that the colony" 5 : 


highly liquid market for government || 


two- and three-year Exchange Fund. på- 
per will be further deepened when five- 
year government paper is issued, but 
they disagree with Yam's argument that 
the HK$23 billion worth of seven-year 
bonds to be issued by the Mass Transit 
Railway Corp. (MTRC) and the Provi- 
sional Airport Authority (PAA) for the 
construction of Hong Kong's new airport 
will have much impact on liquidity. 
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"This market needs more debt, a lot 
more debt from the new airport," says 
the finance director of a leading local cor- 
poration. 

This, he says, won't happen, because 
the MTRC and PAA will not be issuing 
enough debt at maturities of 10 years or 
more, as was originally envisaged, to 
finance the airport. China has decreed 
that no more that 25% of the new airport 
financing, or HK$23 billion, can be raised 
through debt, thus shrinking the mat- 
urities of these companies' borrowings. 
This will crimp liquidity and the supply 
of local interest-rate and currency swaps 
for international issuers interested in tap- 
ping the local capital markets for long- 
term funding. 

The other concern among fund man- 
agers and traders is that MTRC and PAA 
paper will follow other Hong Kong dol- 
lar-denominated paper issued by triple- 
A rated institutions such as the World 
Bank, the Asian Development Bank and 
Deutsche Bank in the past 12 months 
straight into the vaults of the world's 
central banks and multilateral financial 
institutions. The result: no liquidity in the 
secondary market. 

The lack of a tax exemption for local 
corporations issuing Hong Kong dollar- 
denominated debt also hinders deve- 
lopment of the market, especially for lo- 
cal corporations interested in raising 
long-term local currency funding for 
their infrastructure development pro- 
jects in China. Hongkong Bank's eco- 
nomic analysis team expects China to 
spend US$25 billion on infrastructure 
development this year alone, with 20% 
annual expenditure growth through the 
decade. But will it be raised in Hong 
Kong? 

A fair portion of this will be raised by 
Hong Kong-based companies investing 
in China, but they are more comfortable 
borrowing in the Euromarkets. In 1993, 
Hong Kong companies borrowed HK$42 
billion overseas compared with HK$6 
billion locally. The Hong Kong Capital 
Markets Association is pushing for equal 
treatment for local corporates, but the 
colony's powerful Inland Revenue De- 
partment stands firmly opposed. 

Another boost to the market could be 
local pension funds, which need local 
currency assets to match their liabilities. 
Hong Kong's trustee ordinance is being 
revised to change the list of approved 
investments to include a recognition of 
Hong Kong dollar-denominated certifi- 
cates-of-deposit and corporate paper 
within the approved credit criteria. But 
local bond traders claim that even if pen- 
sion-fund demand picks up, there is lit- 
tle more than HK$7 billion worth of pen- 
sion-fund money for investment. a 
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TAIWAN 


The Floodgates Open 


By Julian Baum in Taipei 


W 


hen U-Ming Marine Transport 
Corp. decided to set up a 
wholly-owned subsidiary in 
Singapore last year, the key to financing 
the purchase of new cargo ships was a 
Euro-convertible bond issue. With the 
successful flotation of US$90 million in 
corporate paper earlier this year, the Tai- 
wan-based shipping company plans to 
launch its Southeast Asian operations 
with three or four new bulk carriers and 
to begin direct shipping services to 
China. 

U-Ming is one of many companies 
trying to catch the wave of foreign inter- 
est in Euro-convertibles issued by Tai- 
wanese listed companies. That interest 
has been shared between the Taiwanese 
issuers, who are breaking into interna- 
tional capital markets for the first time, 


Opportunity Knocks 


Foreign investment in 
Taiwan securities as 
of June 30, 1994 


Foreign institutional 
investment 








Global depositary 
receipts 


Euro-convertible 
bonds 


Unit trusts 


Total Foreign Investment 
US$7.8 billion 


Source: Baring Securities (Taiwan) Ltd. and Review Data 








and foreign investors, who want expo- 
sure to Taiwanese securities but are re- 
stricted from direct access to the Tai- 
wan's equity market. 

The floodgates on Taiwanese corpo- 
rate scrip were opened in October last 
year when Taiwan's Central Bank of 
China allowed companies to bring home 
capital raised abroad from corporate 
bonds. The Central Bank's easing of the 
rules helped bring a dozen new Taiwan- 
ese issues to the market in the first six 
months of 1994. The Securities and Ex- 
change Commission (SEC) has approved 
applications for at least two dozen more 
that have yet to be launched, all officially 
tied to corporate expansion projects at 
home or overseas. Before the rules were 
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changed, the Central Bank authorised is- 
sues only to finance overseas expansion. 

So far this year, some US$32 billion 
in convertible issues has been authorised 
by the sEC, though some launches have 
been delayed and a few could be can- 
celled. This compares with only US$800 
million in convertibles issued by Taiwan- 
ese companies from 1989-93. 

Most of the Taiwanese scrip is de- 
nominated in U.S. dollars. But since Pa- 
cific Construction Co. floated an issue of 
Sfr 60 million (US$44.8 million) last Oc- 
tober, Swiss franc issues have gained 
popularity with six more offerings this 
year worth more than Sfr 400 million. 
Ironically, Pacific Construction's issue 
funded a U.S.-based holding company 
for investment in luxury residential 
property in Houston and Las Vegas, 
among other U.S. locations. One attrac- 
tion for Swiss franc issues, say analysts, 
is their average coupon rate of less than 
1.4% compared with U.S. dollar issues of 
well over 3*6. 

Analysts say much of the Taiwanese 
paper has recently been trading close to 
its straight bond value when “yields-to- 
put" provisions are considered. At ma- 
turity, the bonds are convertible to eq- 
uity at a fixed conversion price per share. 
But conversion to equity is still not per- 
mitted under existing regulations, while 
government officials say conversion may 
be allowed by the end of this year. 

As of June 30, foreign issues of corpo- 
rate bonds represented 18% of total for- 
eign investment in Taiwan securities 
with a capitalisation of US$7.8 billion. 
Unit trusts and direct institutional invest- 
ments, mostly in the local equity market, 
accounted for some US$5.9 billion or al- 
most three fourths of the total. Taiwan- 
ese corporate listings on foreign ex- 
changes, in the form of global depository 
receipts, accounted for an additional 
US$500 million. New issues are expected 
to double the size of the Taiwan's Euro- 
convertibles market in the next two to 
three months. 

For Taiwanese issuers, the incentives 
to exploit Euro-convertibles have been 
both tangible and intangible. Taiwan's 
domestic corporate bond market is 
stunted by the preference for bank guar- 
antees for issues and rules which make 
local issuance an arduous process. With 
only US$1.1 billion in domestic corpo- 
rate issues outstanding, interest in Euro- 
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managing all aspects of the country's oll, 
gas and geothermal energy industries. 
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and domestic markets including the 
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petrochemical industry. 
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and gas interests by implementing 
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convertibles has far outpaced domestic 
bonds where the secondary market lacks 
liquidity for investors. 

Until this year, the differentials be- 
tween local long-term interest rates and 
those in the U.S., for instance, exceeded 
3%, giving a strong incentive to go over- 
seas for funds. Now the medium- and 
long-term interest rates in Taiwan and 
the U.S. are almost identical. If bond 
holders exercise their “put” options, the 
cost of foreign funds to the issuer is com- 
parable to that in local markets. 

But most Taiwanese issuers are at- 
tracted by the low current coupons to- 
day and also expect that their stock price 
will rise, making the "puts" irrelevant. 
The financial appeal of foreign converti- 
bles has coincided with a strong demand 
from overseas investors for access to Tai- 
wanese securities and a trend towards 
internationalising Taiwanese corporate 
profiles. 

"For Taiwanese companies, a success- 
ful issue is not only a source of capital 
but can help establish a company's inter- 
national credibility,” says George Chen, 
president of Capital Securities Corp. 
Capital Securities has acted as the local 
underwriter and advisor to a dozen is- 
sues in the past year. Chen says the scar- 
city of Taiwanese securities instruments 
last year meant strong demand from in- 
vestors, especially since direct access to 
Taiwan's equity market is restricted. 

Chen said that one of the hottest is- 
sues this year was the placement by 
United Microelectronics Corp. (UMC) of 
some US$160 million in early June. The 
flotation is financing a third-phase ex- 
pansion of UMC's semi-conductor fabri- 
cation facilities in the Hsinchu Science 
Park, giving investors access to Taiwan's 
largest manufacturer of integrated cir- 
cuits. 

Despite the relative scarcity of Tai- 
wanese securities, the flood of new scrip 
has given underwriters a much tougher 
challenge this year than last, say market 
analysts. A Singapore Government 
agency in mid-July took part of a mas- 
sive offering by the Formosa Plastics 
Group as partial financing for its US$9.5 
billion fifth naphtha-cracker and refinery 
project. The US$900-1,050 million issue 
will supplement project financing 
through a locally syndicated loan worth 
NT$170 billion (US$6.3 billion), which 
has strong government backing. 

One reason for the changed environ- 
ment is the multiple increases in U.S. in- 
terest rates this year and somewhat 
easier access to the local equity market. 
The investment ceiling for foreign insti- 
tutional investors in the stockmarket is 
now set at US$10 billion, and could be 
raised again to meet demand. * 





THAILAND 


Constraints Melt Away 


By Adam Schwarz in Bangkok 


9 


tephen Law is a man in a hurry. 
The executive vice-president of 
property developer SV City 
speaks quickly, thinks even faster and, 
above all, knows how to raise funds 
swiftly. “Timing,” he says, almost unnec- 
essarily, "is of the essence." 

SV City, the property arm of the 
widely diversified Sahaviriya Group, is 
actively acquiring land for a new, high- 
rise housing development near Bangkok 
and for the planned Royal Riverside 
Hospital, to be built alongside the Chao- 
phraya river inside the capital city. 

The prospects for both look good, say 
analysts, but they will be expensive. In 








Building new markets. 


the past, the arduous chore of raising 
funds could have put an end to SV 
City's ambitions even before they had 
left the drawing board. At the very least, 
the unlisted firm's plans would have 
been at the mercy of conservative bank- 
ers and their stringent collateral require- 
ments. 

But as Thailand's capital markets 
grow and broaden, that constraint is 
melting away. Innovative and sophisti- 
cated corporate managers like Law are 
finding that the menu of financing alter- 
natives need not be limited to bank loans. 
A variety of baht-denominated, fixed- 
income instruments are coming into play 
as new options for the cash-hungry set. 
Few have been as imaginative in expand- 
ing the menu as SV City. 

In April, the firm issued a Baht 1 bil- 
lion (US$39.9 million), three-year con- 
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vertible debenture even though it doesn't 
expect to go public until next year at the 
earliest. The promise of a future equity 
kicker allowed the firm to get away with 
paying a low coupon rate of 4%. 

The conversion price will be fixed at a 
discount to the initial offer price, says 
Roy McGregor, a vice-president at Mor- 
gan Grenfell Thai Co., a financial advisor 
to SV City. If the company doesn't list its 
shares prior to the redemption date on 
the convertible bonds, the firm will pay 
a penalty to bondholders through a for- 
mula which will give investors an an- 
nual return of approximately 11% for the 
three-year life of the bond. 

In June, SV City went back to the mar- 
ket with another Baht 1 billion, three year 
debenture carrying a 4% coupon rate. 
The special attraction of the second issue 
was that it offered investors a play on 
Thailand's property sector. 

At redemption, investors will receive 
a lump sum payment that will give them 
an annualised yield over the three-year 
life of the bond equivalent to the mini- 
mum lending rate (MLR) — akin to a 
prime rate offered by banks — plus a 
premium which will track the property 
sub-index of the Stock Exchange of Thai- 
land. 

Since mutual funds in Thailand are 
not allowed to offer sector-specific funds, 
the SV City debenture provides a unique 
method of punting on the health of Thai- 
land's property sector. In practice, how- 
ever, “put” and "call" options attached 
to the property debenture effectively put 
a floor and a ceiling on SV City's cost of 
funds — and to the returns investors can 
expect. 

At two years and six months, inves- 
tors have the right to put the bond back 
to the company for a redemption pay- 
ment which will provide an annual rate 
of return of the MLR plus 1%. 

After two years and nine months, SV 
City will have the right to call the bonds 
at a price that will give holders a return 
equal to the MLR plus 2.5%, says Wirat 
Uanarumit, a vice-president of business 
development at CMIC Finance and Se- 
curities, the lead underwriter of the 
property debenture. 

One of the advantages of the prop- 
erty debenture to SV City was that it was 
structured to suit the company's cash- 
flow projections over the next three 
years. Since the company is cash-poor at 
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present, the bond carries a low coupon 
rate yet was sold at par. 

Repayment is weighted towards the 
end of the term period, when several of 
the company's projects currently in con- 
struction should be producing revenue. 
SV City also anticipates being able to use 
the proceeds of its future initial public 
offering to redeem the bonds floated in 
April and June this year. 

"A lot of banks came to us and prom- 
ised the world," said Law. “They wanted 
me to borrow at low rates in U.S. dollars. 
But I don't want to commit this firm to 
any foreign-exchange risks. My revenue 
is in baht, my expenses are in baht. I 
don't need the extra worry of having a 
foreign-exchange risk." 

SV City could have borrowed in baht 
from Thai banks at roughly the same cost 
as it is paying on its property-linked 
bonds. "But from an overall cost-of-funds 
basis, the bonds are a definite advan- 
tage," Law insists. The reason, he says, is 
that "for expansion projects banks de- 
mand a lot of collateral and security. For 
bonds we don't need 
collateral." 

Disinterested play- 
ers in Thailand's nas- 
cent bond market ap- 
plaud SV City's origi- 
nality in meeting its 
funding needs. But one 
aspect that concerns 
some is SV City's choice 
of selling its bonds 
through a private place- 
ment rather than a pub- 
lic offering. Privately 
placed instruments are 
subject to less rigorous 
disclosure requirements 
and, unlike public offer- 
ings, are not obliged to 
obtain a rating from the 
Thailand Rating and Information Serv- 
ices, the country's first and to date only 
rating agency. 

This lack of disclosure worries some 
market professionals, who fear that too 
many private placements might weaken 
the still fragile foundations of the bond 
market. "I'm afraid we'll have a junk 
bond market before we have a regular 
bond market," said Narong Pattam- 
asaevi, president of Nithipat Capital. 

Due primarily to the scanty informa- 
tion available about them, privately 
placed bonds are charged a premium of 
40-50 basis points over publicly offered 
bonds by traders dealing in the second- 
ary market, according to Kittivalai 
Charoensombut-amorn, a senior vice- 
president at Finance One. Her company, 
she says, simply prohibits all trading in 
non-rated bond issues. " 
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Message Received 


By Gordon Fairclough in Bangkok 


for the Thai Securities and Exchange 

Commission (SEC) to mark its second 
anniversary: the acquittal of all the de- 
fendants in the agency's first stock-ma- 
nipulation case. In June, a criminal court 
found well-known stock trader Song "Sia 
Song" Watcharasriroj and 11 associates 
innocent of charges that they colluded to 
manipulate the price of Bangkok Bank of 
Commerce shares in late 1992. 

Song's arrest in November that year 
marked the start of a vigorous campaign 
by the SEC to curb share manipulation 
and tame speculators in Bangkok’s stock 
exchange. The agency filed complaints 
against more than 30 alleged members 
of share-price manipulation syndicates. 
And cleaning up the 
market became the 
agency's focus. 

The sEC's crack- 
down on these mal- 
practices has stopped 
the worst excesses in 
the market, and has 
gone a long way to- 
wards reassuring inves- 
tors, especially foreign- 
ers, who had been put 
off by the exchange's 
casino-like image. And, 
despite the recent ac- 
quittals in the Song 
case, brokers say the 
SEC still has ample 
power to deter manipu- 
lators. The SEC has sent 
“a clear signal to the market that these 
types of things aren't worth getting in- 
volved in," says David Gambrill of Per- 
egrine Nithi Finance and Securities. 

This has given the SEC a chance to re- 
turn its attention to its original goal: de- 
veloping the country's capital market. 
The Stock Exchange of Thailand, the 
market's centrepiece, has been growing 
rapidly in tandem with the booming na- 
tional economy. The number of listed 
companies has risen to 347 from 89 in 
1986. And trading volume more than tri- 
pled between 1986 and 1993, to an aver- 
age of Baht 8.9 billion (US$367.7 million) 
per day, from Baht 100 million per day. 

The SEC and the officers of the stock- 
market would like the exchange to be- 
come a regional equity-trading centre, 
with listed shares from companies in In- 
dochina and southern China as well as 
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from Thailand. One of the keys to reach- 
ing this goal is boosting foreign partici- 
pation in the market. 

Foreign ownership of most compa- 
nies on the stockmarket is limited, either 
by law or company regulation. In the 
case of banks and finance companies, for 
example, foreign shareholding is re- 
stricted to 25%. This means that overseas 
investors often have to pay a premium 
for Thai shares or buy them through lo- 
cal nominees. A new plan approved by 
the SEC in May will change all that. 

Foreigners who choose to participate 
in the SEC's new scheme will continue to 
place buy orders through brokers, but 
their shares will be delivered to a series 
of mutual funds set up to manage them. 
Every unit of stock will correspond to 
one investment unit in the funds, which 
will be known as Thai Trust Funds. For- 
eign investors will continue to collect 
entitlements associated with the stock, 
such as dividends and bonus shares, but 
the fund managers will exercise the 
stocks' voting rights. 

Most importantly, the new funds will 
have Thai nationality, thus allowing in- 
vestors to escape the foreign-sharehold- 
ing limits. Investors who want to retain 
their shares' voting rights will still be 
able to buy stock on the exchange's For- 
eign Board, whose shares are guaranteed 
to fall within the legal limits of foreign 
shareholding. 

Another important aspect of the SEC's 
liberalisation of the capital market has 
been its desire to increase competition. 
Thailand has 77 licensed securities firms, 
but only 40 have seats on the stock ex- 
change. Prodded by the SEC, the ex- 
change has agreed to widen its member- 
ship. Four new brokers are to be admit- 
ted this year, with six more to follow in 
1995. After that, the exchange says it will 
offer seats to any qualified newcomers, 
provided they can afford the hefty entry 
fee of Baht 305 million. 

Another key part of the sEC's long- 
term plan is to increase the presence of 
institutional investors, whose staid prac- 
tices are expected to keep the market on 
a more even keel. To make Thailand a 
more attractive place for their funds, 
some additional innovations may be 
necessary. "If we want a market in Thai- 
land that is up to world standards, we 
need a futures and options market," says 
a stockmarket official. m 
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IHE one 
EFFECTIVE WAY 
TO talk TO 
1.6 billion 
CUSTOMERS IN 
ASIAN MARKETS. 


SIME DARBY. 


Southeast Asia's largest multi- 
national. With more than 80 years 
experience in the region, widely 
diversified businesses, market 
capitalization of over US$2 billion, a 
30,000 workforce plus a comprehen- 
sive regional operational network 
spread throughout the Asia Pacific, 
Sime Darby will help you talk to the 
region's multi-lingual and multi-cultural 


1.6 billion customers, effectively. 


SOUTHEAST ASIA'S LARGEST MULTINATIONAI CONGLOMERATI 


FOR FURTHER ENQUIRIES, PLEASE CONTACT 
THE COMMUNICATIONS DEPARTMENT, SIME DARBY BERHAD, WISMA SIME DARBY. JALAN RAJA LAUT, 50350 KUALA LUMPUR, MALAYSIA. TELEFAX: 03-2987398, TELEX: SDMAL MA 30038 





INDONESIA 


Financiers on Parade 


By Maggie Ford in Jakarta 


he parade of United States invest- 

l ment bankers occupying Jakarta's 

five-star hotels bears witness to the 

trend: not only do they sniff privatisa- 

tion work in the wind, they are also 

aware of a new hunger among Indone- 
sian companies for international funds. 

Almost US$1 billion has been raised 
by Indonesian companies from the inter- 
national bond markets in Europe, the 
U.S. and Hong Kong in the past year, 
and more is in the pipeline. That's apart 
from a flood of initial public offerings 
(IPOs) and rights issues on the local stock 
exchange, which is dominated by foreign 
investors. 

Now, with the announcement of the 
privatisation of PT Indosat, the govern- 
ment-owned international telephone 
monopoly, preparations have begun in 
earnest for appearances by international 
underwriters at "beauty contests" at 
which issuers for future offerings will be 
selected. 

Among the first to impress the gov- 
ernment with its charms was Merrill 
Lynch, the U.S. firm which is to launch 
the Indosat offer. Against stiff competi- 
tion from Goldman Sachs and other in- 
ternational heavyweights, it won the 
mandate to take Indosat public in Jakarta 
and New York later this year. 

The Indosat issue, which aims to raise 
up to US$1 billion, is likely to set a 
benchmark for Indonesia in the interna- 
tional capital markets. It is likely to be 
floated in the form of a local IPO of shares 
combined with a New York-listed 
American Depositary Receipt. Invest- 
ment bankers say that the Indosat issue, 
if well handled, is likely to upgrade In- 
donesia's international profile, espe- 
cially in the U.S., which has absorbed 
large numbers of similar issues from 
Latin America in recent years. 

One of Indonesia's most profitable 
state-owned companies, Indosat had a 
net income of US$119 million from sales 
of US$376 million in 1993. Apart from 
the telecoms business itself, it is also re- 
sponsible for operating Indonesia's Pala- 
pa series of telecoms and broadcast satel- 
lites. Until 1980 it was a joint venture with 
AT&T, the giant U.S. telecoms company. 

A successful launch is likely to open 
the way for further offerings from Indo- 
nesia's giant public sector. Among com- 
panies being prepared for privatisation 
are subsidiaries of Pertamina, the state 


oil company with annual sales of US$13 
billion; PLN and Telkom, respectively the 
electricity and domestic telephone utili- 
ties; and Garuda, the country's major air- 
line. 

In addition, a number of cement and 
mining companies have signalled their 
intention to float share offers, and a raft 
of other companies in plantations, steel, 
ports and shipping, petrochemicals, 
transport, tourism and property wait in 
the wings. 

The government is already well rep- 
resented on the Jakarta Stock Exchange 
(ISE), with major minority shareholdings 
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More offers in the pipeline. 


in key blue-chip companies such as Astra 
International, Indocement and Barito Pa- 
cific, and majority control of property 
company Jakarta International Hotels 
and Development and Semen Gresik, the 
cement producer. After consolidation 
and restructuring, it also intends to list 
several of the giant state banks. These 
have total assets of more than US$30 bil- 
lion. 

The increasing popularity among In- 
donesian companies of equity and bond 
financing, following many years of re- 
course to the Asia-dollar syndicated-loan 
market, follows an increase in both so- 
phistication and self-confidence. It has 
also been spurred by a combination of 
interest rates of 15% or more at home for 
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rupiah borrowing and restrictions on off- 
shore borrowing due to government con- 
cerns about the size of Indonesia's for- 
eign debt, now at US$93 billion. 

The opening of the JSE to foreign in- 
volvement in 1989 allowed equity financ- 
ing as an option, but also exposed listed 
companies to foreign brokers and under- 
writers. This forced disclosure not just of 
financial facts but also of planning, com- 
pany presentation and marketing skills. 

Company chairman have had to 
travel on international road shows and 
face extensive tough questioning from 
foreign fund-mangers and brokers. The 
experience has overcome historical ten- 
dencies towards business secrecy. It has 
also been treated by Indonesian chief 
executives as a learning experience, not 
only in burnishing their images but also 
in favoured management techniques. 

Foreign investors are also impressed 
with the entrepreneurial spirit of com- 
panies. “Quality of management is now 
good and top Indonesian corporate man- 
agers are accessible to investors," said 
James Sandison of Edinburgh Fund 
Managers. 

Companies also understand the im- 
portance of brokers’ research. “Research 
is critical,” said Tan Soo Nan, executive 
vice-president of DBS/Gajah Tunggal 
Securities, which has been responsible 
for the capital-market activities of the 
listed Gajah Tunggal group. “We know 
investors are inundated with paper — 
underwriters must do good research to 
catch their attention,” he said. 

Indonesian corporates’s success with 
raising foreign equity funds has led to a 
deluge of new rights issues and IPO in 
the past year, with a total of more than 
US$4 billion raised in the market over 
the past 18 months. Brokers expect total 
capital raised from the equity market this 
year to reach US$5 billion, including the 
Indosat offer and the recently launched 
combination IPO and US$500 million con- 
vertible bond by Indofood, the giant noo- 
dle-producer owned by the Salim group. 

The Salim bond was only one of sev- 
eral international fund-raising efforts in 
the bond markets launched by Indone- 
sian blue-chip companies over the past 
year. Indonesian borrowing in the syndi- 
cated loan market has dropped from 
US$8 billion in 1991 to US$1.9 billion in 
the first half of this year as seven large 
Indonesian companies and banks sought 
funds elsewhere. 

PT Astra International, the conglom- 
erate which dominates the motor indus- 
try, raised a US$125 million Eurobond 
and plans a Yankee bond later this year 
when U.S. dollar interest rates stabilise. 

PT Indah Kiat, the pulp- and paper- 
maker, raised a US$17 million Eurobond 
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and is currently reported to be seeking a 
further US$250 million in New York, 
where another pulp maker, PT Indo- 
rayon had already raised US$110 million. 
PT H. M. Sampoerna, a clove-cigarette 
maker, has raised US$35 million in New 
York, and textile company PT Polysindo 
is now looking for US$200 million. 

Indonesian issues are achieving 
spreads of around 400 basis points over 
U.S. Treasuries, with the Astra bond at a 
spread of around 300 basis points. 

Hashim Djojohadikusumo, chairman 
of Semen Cibinong, Indonesia's first 
listed company, says that an Indonesian 
company can go to the international mar- 
kets successfully providing it follows a 
few rules. His company has taken full 
advantage of equity financing in the past, 
and recently issued a US$170 million 
Eurobond. 

"Companies must maintain their at- 
traction to foreign investors by investing 
time and effort into bro- 
ker relationships, disclos- 
ing more information 
and using modern West- 
ern accounting rules," he 
said. 

One of the problems 
which has constrained 
Indonesia's entry to the 
international money 
markets has been the lack 
of a credit rating. The 
government borrows 
mainly from multilateral 
agencies and commercial 
banks, and has never 
approached the inter- 
national bond markets. 
Of the country's foreign 
debt of US$93 billion, 
around US$55 billion is sovereign. 

But a US$159 million floating rate 
note issued on the Hong Kong dragon 
market by Bank Exlm, the state-owned 
export credit guarantee bank, may set a 
benchmark. Indonesia was rated in the 
syndicated loan market this year by 
Moody's at Baa3 and by Standard and 
Poor's at BBB. 

Indonesia's entry into the bond mar- 
ket and international stock exchanges is 
apparently being handled more carefully 
by companies and by the government 
than in the late 1980s, when companies 
were tapping offshore currency markets 
for the first time. Top executives at large 
companies have now had extensive ex- 
perience of the foreign investment com- 
munity, and Indonesian market regula- 
tors have shown a strong commitment 
to financial rectitude. The outlook for a 
well- -organised and successful debut for 
the privatisation programme is therefore 
bright. e 
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Long-Term Imperative 


By John McBeth in Jakarta 


blue-chip Indonesian car maker Astra 

International had little choice other 
than to go offshore to improve its debt 
profile. "Although we could roll it over, 
most of the banks were only providing 
short-term financing," explains Astra 
general manager Dorys Herlambang. 
^We wanted a longer tenure." 

It has not been all plain sailing, how- 
ever. While the company raised US$125 
million last April through a 9.75% Euro- 
bond to repay short-term debt, it has 
shelved plans for a US$375 million Yan- 
kee bond issue because of soaring inter- 
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est rates. “Now we're looking at other 
markets,” says Herlambang. "Maybe 
we'll go back to Europe again." 

Founded as a small Jakarta trading 
company in 1957, Astra's early partner- 
ship with the Toyota Motor Corp. of Ja- 
pan has been the key to its success. To- 
day, in addition to motor-vehicle assem- 
bly and distribution, it has interests in 
heavy machinery, electronics, forestry 
and financial services. 

With a market capitalisation of US$2.2 
billion, Astra is also the second-largest 
component, or 6.2%, of the fledgling Ja- 
karta Stock Exchange. Since its IPO in 
April 1990 at Rps 14,850 (US$6.87), its 
shares have traded as high as Rps 32,116 
(in the same month as the IPO) and as 
low as Rps 8,272 (in November 1992). 

Astra’s decision to go public was 
motivated by a need to strengthen its 
capital structure in anticipation of rapid 
future growth in the automotive indus- 
try in particular, where it has a weighted 
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1992 


Source: PT Indosat 


average market share of more than 54%. 
Consolidated net sales fell 9.5% in 1992, 
largely because of a slump in the vehicle 
and heavy-equipment markets. But they 
rebounded sharply in 1993, ending the 
year at Rps 5.8 trillion, an impressive 
31.9% improvement over the previous 
year. 

Analysts estimate that with a further 
pick-up in the car, heavy equipment and 
electronics markets, sales this year 
should reach Rps 6-7 trillion, or a 15% 
year-on-year increase. Herlambang says 
profitability should also improve signifi- 
cantly, though another round of yen ap- 
preciation has cut into 
gross margins. 

In April 1991, in its 
first venture into the in- 
ternational capital mar- 
ket, Astra again issued 
convertible bonds worth 
US$125 million at 6.75%. 
Listed on the Luxem- 
bourg Stock Exchange 
and convertible at Rps 
23,850 a share, they have 
the potential of creating 
as many as 10.1 million 
new shares. 

Under the Soeryad- 
jaya family, the previous 
owners, the Astra ap- 
proach to financing had 
been to try to restructure 
its debt, which was formerly funded by 
short term offshore bank loans. 

Problems at Summa International, a 
family-controlled banking and invest- 
ment vehicle, led the Soeryadjayas to sell 
out their interests in Astra in early 1993 
to a group comprising private investors, 
government-related trusts and Toyota. 

The new shareholders proved to be 
comfortable with the management's strat- 
egy of strengthening Astra's capital base 
and improving its debt profile. In late 
1993, Astra raised a Rps 671 billion rights 
issue, the biggest in the history of Jakar- 
ta’s capital market. About 68% of the pro- 
ceeds went to repay short-term debt, with 
HG Asia estimating a saving in interest 
payments each year of Rps 73 billion. 

Last February, Astra issued a local 
Rps 250 billion bond, again using the 
proceeds to finance short-term debt as a 
way of strengthening its balance sheet 
and giving the company more control 
over interest expenses. m 
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E By Doug Tsuruoka in Kuala Lumpur 





entional wisdom applied to 
iala Lumpur would indicate 
borrowing on the Eurobond 
Jnited States and other overseas debt 
“markets will intensify as Malaysia's 
economy becomes more international. 
But at present, most local businessmen 
favour Malaysia's young and strapping 
capital markets as a primary source of 
funds. And the local merchant banking 
community's exposure to the overseas 
debt markets is also at an early stage of 
development. 

Nevertheless, several Malaysian cor- 
porations are raising substantial funds 
offshore because of low U.S. and Euro- 
pean interest rates, which are making the 
cost of borrowing funds cheaper than in 
Malaysia and elsewhere in Asia. The 
Eurobond market has proved especially 
popular, largely due to fierce competi- 
tion among European investment bank- 
ers to attract new business from South- 
east Asia. 

Malaysian companies which have 
availed themselves of the Eurobond op- 
tion include United Engineers Malaysia 
(UEM), which has just completed issuing 
U5$230 million in Eurobonds covered by 
loan stock. First mooted in late 1993, the 
issue was 10 times oversubscribed and 
stirred interest among other Malaysian 
players. 

Those that followed UEM's example 
include Landmarks Holdings, a listed 
property developer which proposed in 
April to sell up to US$200 million in 
nominal-value, seven-year secured 
bonds. The bonds will be convertible into 
shares of Shangri-la Hotels (Malaysia), 
by virtue of Landmarks’ 26.9% stake in 
the hotel chain. The entire issue will be 
funnelled through Landmarks’ subsidi- 
ary, Landmarks Equities, with further 
details still pending. 

Aokam Perdana, a diversified timber 
processor has also raised US$135 million 
through a Euro-convertible bond issue 
that was announced in April. The 10-year 
bonds have an interest rate of 3.5% an- 
nually. They also incorporate a put op- 
tion which can be activated at the end of 
five years, and which if activated is guar- 
anteed to yield one percentage point 
above prevailing U.S. Treasury prices. 
The Aokam Perdana issue was five times 
oversubscribed. 

Land & General, a diversified prop- 
erty developer, proposed on June 9 to 
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Not Yet a Stampede 


issue up to US$150 million in 10-year 
unsecured Eurobonds. The money raised 
in the offering will partly finance Land 
& General’s joint investment in a US$300 
million industrial resin plant to be built 
in Kerith, Trengganu. 

Other issues in the pipeline include a 
US$400 million issue of Euro-convertible 
bonds by Telekom Malaysia, the coun- 
try’s leading telecommunications pro- 
vider, and one of the same size for rival 
telecoms concern Technology Resources 
Industries (TRI). A few other Malaysian 
companies including Renong, the former 
ruling party conglomerate, and Sungei 
Way, a diversified property developer, 
are also considering Eurobond issues of 
their own. 

But despite all the activity, there is a 
long way to go before such forays can be 
described as a stampede. EC market 
rules restricting potential Eurobond 
issues to 10% of their paid-up capital 
have already discouraged some would- 
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be Malaysian issuers, whose cash needs |. 
are far greater than their levels of paide | 
up capital. Long waiting periods for |- 
approvals — from both European and |. 
Malaysian authorities — are complicat- 
ing the timing of other issues. E 
Rising interest rates in Éurope area 
upping payout costs on Euro-converti 
bles, making them more expensive for 
Malaysian issuers than was the case a- 
year ago. 
A slump on the Kuala Lumpur Stock 
Exchange since January is also shaving 
the share prices of many local issuers of 
convertible Eurobonds, This has made 
the convertible stock feature of Malay- 
sian-issued Eurobonds less sweet to pro- 
spective subscribers. 
Such factors suggest that later issues 
of Eurobonds by Malaysian businessmen 
won't be as successful as those initiated- 
by UEM and Aokam Perdana. Given Ma- 
laysia's still relatively low-profile in in- 
ternational finance, it also unclear if sec- 
ondary trading in Malaysian Eurobonds 
will be substantial. 
Malaysian interest in the U.S. debt 
markets is close to nil. Many Malaysian 
issuers are being discouraged by rela- 
tively stricter issuing requirements in the 
U.S. than in Europe. Most Malaysian 
companies are also relatively unknown 





Indonesian Prudent Bank Profile 


BANK NISP - Established in 1941 





Bank NISP, the fourth oldest banks in the nation, is a foreign exchange licensed bank. 
It was the first private bank chosen by the government to deliver subsidized credits. 
It was one of the seven banks in the nation chosen to be a market maker of the 
country’s money market instruments. Since 1993, it has been trusted by Exim Bank 
of Japan and Netherland Development Bank (FMO) to channel long-medium term 


subsidized credits. 


Bank NISP has been a partner of Daiwa Perdania Bank, the first foreign bank in. ud 


Indonesia mostly owned by Daiwa Bank Ltd. Japan, in joint financing and technical | 
assistance for more than 22 years. Furthermore, Bank NISP has already becoming I 





its domestic bank shareholder for the past 20 years. 


Financial highlights 


For the last ten years, it has consistently grown at the average of 25%. As of May | | 
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in the U.S. market — a factor which 
tends to exacerbate their credibility prob- 
lems with U.S. investors. 

Ultimately, though, the chief impedi- 
ment to growing Malaysian interest in 
the Eurobond market is also Malaysia's 
own domestic capital market, where a 
total of M$17.6 billion (US$6.75) worth 
of private debt securities were issued 
between 1991-94. 

The 135 individual issues made in 
Malaysia over the past four years include 
bonds with transferable subscription 
rights, convertible bonds, short-term 
commercial paper, preferred stocks and 
Islamic debt securities. There were 70 
new issues of various types in 1993 
alone. 

“It’s a good sign that people have 
gone overseas because of cheaper 
money, but the excess liquidity is here,” 
notes Wong Wai Mun, the manager of 
Rating Agency Malaysia (RAM), the coun- 
try's first rating house for debt securities. 

That ready pool of capital funds in 
Malaysia also highlights an important 
point: though Europe and the U.S. offer 
less expensive borrowing, this has not 
diverted significant business from Ma- 
laysia's own booming capital markets. 

Market observers say this pre-occu- 
pation with local debt financing reflects 
Malaysia’s increasing competitiveness on 
the interest-rate front. The three-year 
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Kuala Lumpur bank borrowing rate, for 
instance, between January and June this 
year fell to 4.5% from 6.5%. This reflects 
the fact that interest rates in Kuala 
Lumpur are now almost at par with 
slightly cheaper interest rates in Europe. 

The typical bond issuer in Malaysia, 
according to industry experts, can also 
expect average cost savings of 0.5-1.5% a 
year compared with the cost of tradi- 
tional bank borrowings. This makes 
Malaysia’s capital market attractive, de- 
spite the lower fees being charged by 
some foreign investment bankers to at- 


Preparation Is the Key 


A typical issuer of Eurobonds in Ma- 
laysia is a large, high-profile public cor- 
poration in the midst of ambitious 
expansion plans. A good example is 
Land & General, a diversified timber 
concern in the property, oil and indus- 
trial materials sectors. 

Chairman Tan Sri Wan Azmi Wan 
Hamzah told his shareholders in 1992 
that Land & General planned to tap 
Malaysia’s booming demand for infra- 
structure products by becoming a ma- 
jor manufacturer of industrial resins. 
Land & General plans to do this by 
jointly investing in a US$300 million 
vinyl chloride monomer plant. 

The vinyl chloride will be used as 
feedstock at the same facility to make 
polyvinyl chloride or PVC — used in 
making PVC pipes and other building 
products. The other major partners in 
the venture are Japan's Mitsui & Co. 
and Malaysia's national oil company, 
Petronas. 

Land & General's M$367 million 
(US$140 million) share in the project 
will be funnelled through Land & Gen- 


eral's 65%-owned subsidiary, Indus- 
trial Resins (Malaysia). The sum in- 
volved is large, even for a solid Malay- 
sian company with 2,140 employees. 
And the sum should carry fixed and 
favourably low market interest rates. 
Hence the decision to fund its portion 
of the plant with a proposed issue of 
US$100-150 million in 10-year Euro- 
convertible bonds. 

There are also other hidden benefits 
to a successful subscription. Choosing 
the Eurobond route will raise Land & 
General's profile in the international 
financial markets. The better received 
it is, the easier it will be to raise more 
international funds at a later date. 

The exact terms of Land & Gener- 
al's Euro-convertible issue are still be- 
ing worked out, and must still be 
approved by the Luxembourg Stock 
Exchange and Malaysian authorities. 
But if all regulatory hurdles are clear- 
ed, the nominal unsecured convertible 
Eurobonds will raise Land & General's 
paid-up capital by M$32.6 million to 
M$314.6 million on full conversion. 


Kuala Lumpur securities office: local flavour is more popular. 


tract more Malaysian Eurobond clients. 

“People have seen the benefits of us- 
ing private debt securities," says a local 
bond analyst. And while Malaysian cli- 
ents will continue to escalate their fund 
raising on the Eurobond and other for- 
eign debt markets, the real focus — at 
least for the time being — will continue 
to be Malaysia. 

“If your exports are in foreign curren- 
cies, you have a natural hedge — more 
reason to raise foreign capital. But most 
Malaysian companies are not that adven- 
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turous," notes Wong at RAM. 


The company's net tangible assets 
per share also will rise to M$2.64 per 
share from M$1.79. The company will 
also mobilise the proceeds from its 
Eurobond issue to finance other capi- 
tal expenditures for the group. 

Wilhem Lee, an analyst with Kuala 
Lumpur's Smith Zain Securities, notes 
that careful preparation will be the key 
in ensuring the issue’s success. “As- 
suming the timing isn’t awful and you 
use a broker with good distribution, it 
should go well,” he says. 

Land & General still faces competi- 
tion from other Malaysian corpora- 
tions who are putting their Eurobonds 
on the market at this time. But the fact 
that the company is launching its in- 
dustrial resin venture with Malaysia's 
cash-rich Petronas and Japan's biggest 
trading company, is likely to lift its 
credibility with foreign subscribers. 

The company also has a better- 
than-average balance sheet with which 
to lure subscribers. Land & General 
posted a 20% increase in group turn- 
over to M$552.8 million in its Decem- 
ber 1993 financial year, with a 49% 
jump in pre-tax profits to M$151.25 
million. m Doug Tsuruoka 
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INDIA 


Natural Selection 


By Hamish McDonald in New Delhi 

ndian companies have been among 
| the most enthusiastic callers on inter- 

national capital markets since Finance 
Minister Manmohan Singh's February 
1992 decision to allow private and public 
corporations to raise funds abroad 
through issues of convertible paper and 
equity. The preferred route has been glo- 
bal depositary receipts (GDRs) issued in 
Europe, and latterly Euro-convertible 
bonds. 

Quickest off the mark was textile and 
petrochemicals group Reliance Indus- 
tries, followed by the Aditya Birla group 
flagship Grasim Industries and the Essar 
group. Since then, most 
major business names in 
India have followed suit, 
taking advantage of In- 
dia’s new-found cachet 
among emerging-market 
funds as the latent indus- 
trial giant of the next cen- 
tury. 

From a total US$241 
million raised in 1992-93 
(April-March), the total 
raised by GDRs and Euro- 
convertibles swelled to 
US$2.5 billion in 1993-94. 
Signs of a glut emerged 
early this year when Re- 
liance barely met its tar- 
get in its third trip to the 
market. This seemed 
confirmed for a while 
when the overseas 
telecoms carrier Videsh Sanchar Nigam 
Ltd. (VSNL) tried to raise US$1 billion 
through a GDR issue in May. 

The market balked at the price push- 
ed by lead managers Salomon and 
Kleinwort Benson and unwisely adopted 
by the Indian Government as the "real" 
value of the issue. Under political orders, 
VSNL pulled the issue at the last minute, 
and is still regrouping for another capi- 
tal-raising bid later this year. 

Indian issues quickly bounced back. 
Grasim raised US$100 million in mid- 
June in an issue priced at a small pre- 
mium on the underlying current mar- 
ket-value of Grasim shares and 5% 
above the price of the previous Grasim 
GDRs. Lead managers BZW called it a “re- 
affirmation of faith in the Indian mar- 
ket,” and Grasim Chairman Birla said: 
“It has opened the doors again for In- 
dian GDRs.” 


Private 


Total 


Year (Apr.-Mar.) 






Government 


| Equities — (| 165) | 


Total as % GDP | 


In May, however, New Delhi authori- 
ties built another set of doors for would- 
be Indian Euro-issuers. New guidelines 
were issued by the Ministry of Finance, 
in a tightening of the system of prior 
clearance. It is now mandatory to use the 
funds within a year of being raised, and 
companies have to be more specific 
about proposed deployment instead of 
using terms like "corporate purposes" or 
“working capital requirements.” The five 
specific end-uses allowed are: capital 
goods imports; financing domestic plant 
and premises; prepayment of external 
debt; investment abroad, and general 


Make Me An Offer... 
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corporate restructuring (but no more 
than 15% of the funds raised). 

No company will be allowed more 
than one Euro-issue a year (and even 
then, spaced out at least 12 months 
apart), and no business group of more 
than two among companies with the 
same management. Clearances are valid 
for three months. No cap was set on for- 
eign capital raisings, but the situation is 
going to be reviewed every three 
months. Informally, the ministry has let 
it be known it would be happy with to- 
tal Euro-issues staying at around US$2.5 
billion a year. 

Some 20 companies obtained in-prin- 
ciple clearance late May, and were mov- 
ing to market for about US$1 billion. 
Among them are companies like car- 
maker Tata Engineering and Locomotive 
Co. (Telco), which is gearing up its Pune 
car works to improve performance of its 
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Indian issues by public and private companies 


| 1992-93 


( 
| Equity — — | 20(751 
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62 (71) 


194 (1,263) | 212 (1,331) 


2.4 32 | 


Source: Ministry of Finance 


own range of vehicles and also start joint- 
venture production of Mercedes-Benz 
models, and Ranbaxy Laboratories, an 
increasingly export-oriented pharmaceu- 
ticals maker. 

The impetus to go overseas is strong, 
even though India has highly developed 
capital markets of its own, with 19 major 
stock exchanges listing nearly 7,000 com- 
panies capitalised at a total US$140 bil- 
lion during recent peaks. Essentially be- 
cause government runs a high fiscal defi- 
cit, interest rates are high and still con- 
trolled. 

With the rupee stable since its 1991 
devaluation, and the cost of Euro-issue 
funds at 4-5% it is small wonder Indian 
firms have taken the chance. Subjecting 
one's company to the due-diligence dis- 
ciplines of a Euro-issue, and the glamour 
of the road-shows, is also a mark of cor- 
porate arrival. 

For individual investors, Indian GDRs 
or convertibles offer the 
only way of direct invest- 
ment in an Indian stock. 
Otherwise, direct invest- 
ment is restricted to the 
140 "foreign institutional 
investors" cleared by the 
Securities and Exchange 
Board of India (SEBI) and 
the Reserve Bank of In- 
dia (RBD, the central 
bank. 

As the market gets 
used to Indian issues, the 
early indiscriminate en- 
thusiasm is being re- 
placed by greater selec- 
tivity and more empha- 
sis on fundamentals and 
fair pricing. The Finance 
Ministry's new rules 
have already resulted in 
a trimming down of issues. 

Markets are also more aware of the 
share ramping that seems to have pre- 
ceded Euro-issues. Bombay's Centre for 
Monitoring the Indian Economy (CMIE) 
studied 24 companies which floated 
Euro-issues between November 1992 
and April 1994, and found their share 
prices rose an average 9*6 before the pric- 
ing of their GDRs on the international 
market. Within eight or nine weeks of 
the GDR pricing, this abnormal price 
value vanished completely. 

The share prices often started to rise 
before the board announced plans to 
raise capital overseas — "clear evidence 
that information leaks out from inside 
the company into the price." The CMIE 
puts this down either to insider trading, 
or ^management bringing large re- 
sources to bear to manipulate the price 
on the market so as to be able to obtain a 
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vestment is still far below the 24% of 
market capitalisation that is theoretically 
the top limit. 

The main snag is that the sudden 
portfolio-fund inflow has created a seri- 
ous short-term economic problem for In- 
dia. “Capital inflows have surged at a 


good price in the Euro-issue.” It advised 
investors to liquidate shares in a Euro- 
issue company as soon as the issue was ` 
priced, and then buying back shares a 
few weeks later. 

The mutual attraction is likely to re- 
main strong. New Delhi seems unlikely 
to succeed in cutting its deficit much, so 
domestic interest rates remain high. And 
until U.S. rates rise, foreign markets will 
remain interested in emerging-market 
instruments like Indian GDRs. India is still 
understocked in international fund port- 
folios, and correspondingly portfolio in- 


still relatively high, but also, reflecting 
low domestic investment, the current- 
account deficit of the balance of pay- 
ments is virtually in balance," the World 
Bank warns in its 1994 India Country 
Report. 
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time when not only the fiscal deficit is- 





“Capital inflows have thus placed the 
nominal exchange rate under pressure to 
appreciate. The RBI has thus far held the 
exchange rate constant in nominal terms 
by purchasing all the excess supply of 
foreign exchange at that rate. This has 
caused rapid reserve accumulation and 
expansion of base money, which has cre- 
ated inflationary pressure (inflation is 
now in excess of 10%) and has meant a 
real appreciation of the rupee — which 
may undermine continued strong export 
performance.” 

The World Bank thinks money 
growth in line with GDP growth will ac- 
commodate an additional US$2 billion to 
US$3 billion in reserves. Beyond that, the 
central bank would have to "sterilise" its 
purchases of excess foreign exchange to 
avoid a rupee appreciation. But the high 
government deficit and existing RBI stock 
of government paper limit the range of 
open-market operations to floating high- 
interest paper. 

Tightening the clearances for Euro-is- 
sues is one answer. The World Bank said 
the May guidelines should reduce the 
volume of capital inflows and the pace 
of foreign reserves growth, “but this re- 
duction may not be sufficient." An addi- 
tional measure could be to remove re- 
strictions on holding Euro-issue proceeds 
abroad, but if this failed the government 
should consider "some appropriate form 
of taxation of the inflows" until a recov- 
ery of domestic investment eased the 
problem. 

In the domestic capital market, the 
past two years have seen a strong start 
on reform. SEBI was given statutory pow- 
ers, and the office of the Controller of 
Capital Issues — a bureaucratic pricer of 
share issues — was abolished. SEBI set 
new licence requirements for merchant 
bankers, stockbrokers, portfolio manag- 
ers and other capital-market players. 

The most contentious step came in 
December, when then SEBI chairman G. 
V. Ramakrishna issued a directive to ex- 
changes to wind up their badla (carry- 
over) trade pending replacement with a 
proper stock options and futures market. 
Ramakrishna, perhaps not coinciden- 
tally, was recalled to another job in New 
Delhi soon after. 

The badla system, which allowed 
transactions to be carried over from one 
fortnightly settlement period to another 
almost indefinitely, was seen as a major 
source of speculative pressure and price 
volatility. "Things reached a stage where 
neither a buyer had money nor a seller 
shares and empty positions were being 
carried forward," explained SEBI senior 
executive director C. B. Bhave. "If either 
the buyer or seller forces a delivery or 
payment, there is a crisis." LI 
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Hua Thai factory at work: a leader in working for top brands. 





TEXTILES 


To remain competitive, Thai textile makers must start producing 
high-quality, upmarket products with brand-name recognition. 


Can they adapt? 





By Gordon Fairclough in Bangkok 


ack in 1983, Tayuth Sriyuksiri and 
B: brother-in-law, Peter Wang, 

picked Bangkok as the site for their 
new clothing company, Hua Thai Manu- 
facturing. They reasoned that Thailand's 
low wages would help them steal orders 
from garment makers in South Korea and 
Taiwan, where labour costs were higher. 
They were right. Hua Thai went into busi- 
ness making jackets and coats for Sears, J. 
C. Penney and other American mass-mar- 
ket retailers. 

Now, 10 years later, Tayuth and Wang 
are looking at the other side of the coin. 
With Thai wages climbing rapidly and 
lower-cost competitors — notably in Indo- 
nesia and China — moving into the mar- 
ket, Hua Thai has had to make some 
changes. The company is moving some 
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production to Vietnam and Laos and rely- 
ing on technological innovation and train- 
ing to improve productivity at its plants in 
Thailand. It has also gone upscale, these 
days making clothing for the likes of Liz 
Claiborne and Saks Fifth Avenue. 

^Hua Thai is very exceptional. There 
aren't many Thai companies like it,” says 
Rochana Kosiyanon, managing director of 
TTIS, a textile consultancy. Other firms, 
though, will have to follow suit if they are 
to survive. 

Whether they do will be critical to the 
national economy. Garments are Thai- 
land's biggest export, totalling Baht 89.6 
billion (US$3.6 billion) in 1993, nearly 107% 
of total overseas sales. (Textile products 
overall account for 25% of GDP.) Moreover, 
the garment industry employs more than 
800,000 people, about 20% of the industrial 
workforce. 
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Slaves to Fashion 


Garment exports grew by an average of 
more than 20% a year between 1987 and 
1991. Since then, however, expansion has 
slowed, to about 3% in 1993. This year ana- 
lysts forecast a 6% increase as the United 
States and European recoveries quicken. 

Soaring labour costs, however, threaten 
to dampen any upturn. The daily mini- 
mum wage in greater Bangkok has in- 
creased by nearly 70% since 1989, to Baht 
132. Wages in Indonesia and China, by 
contrast, are less than a third as much. In 
an industry as labour-intensive as garment 
manufacturing, low wages are an advan- 
tage that is hard to overcome. 

“If we produce basic items, we cannot 
compete with those countries,” says Viroj 
Amatakulchai, president of the Thai Gar- 
ment Manufacturers Association. “We 
have to make higher-quality goods and sell 
to the upper end of the market.” 

So, instead of looking over their shoul- 
ders at Indonesian competitors, many of 
the biggest Thai companies are setting their 
sights on the market niche occupied by 
firms in Hong Kong, Taiwan and South 
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Korea, where wages are considerably 
higher than those in Thailand. The goal is to 
improve manufacturing standards enough 
to win contracts from top international 
brands. Many already have. Hua Thai, for 
example, is a contractor for Polo, Banana 
Republic and The Gap. SK Garment, an- 
other listed clothing maker, is a licensee of 
Nino Cerruti and Daniel Hechter. 

Another way for a company to move 
upmarket is to produce its own branded 
goods. SK Garment has already been quite 
successful with its S'Fare line of casual and 
work clothes sold in Thailand and else- 
where in Southeast Asia. Hua Thai also is 
preparing to launch brands of its own, one 
for women's suits to be sold in China and 
a second for casual clothes to be sold in 
Europe. 

No matter how high you go on the 
product scale, however, there is no escap- 
ing the bottom line. “To survive as long as 
possible, we have to lower our costs, and 
the only way to do that is to increase our 
workers' productivity," says Tayuth. In- 
creasing automation and using computer- 
aided design and manufacturing have 
helped. But in general, there is less scope 
for technological innovation in garment 
making than in other sectors of the textile 
industry such as weaving. 

"For garments, the most important 
thing is the stitching, and that depends on 
the skill of your workers. Where we can 
improve is not technology, but in labour 
skills,” Tayuth says. 

Industry leaders, however, complain 
that the government has made little effort 
to help bolster worker skills. Few public 
technical schools teach textile and garment 
making, and there is no government-sup- 
ported training and research organisation 
such as Hong Kong’s Textile Industry 
Training Centre. In June, the Thai cabinet 
endorsed legislation to set up a textiles in- 
stitute to be funded jointly by the public 
and private sectors. The bill awaits passage 
by Parliament. 


A Stitch in Time 


Hourly labour costs in 
the textile industry 


US$ 

Japan 23.65 

U.S. ES E 
Taiwan Sy — 676 
Hong Kong gg) — — — — — — — 3.85 
South Korea ES — — — 3.66 
Thailand J ——— — — 1.04 
Indonesia j————— — —————— 9.49 
Vietnam ]J—— —— —— — — 0.37 
China ]J————— — 0.36 


Source: Werner International; Ministry of Industry 
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The private sector is moving ahead on 
its own, though. The Garment Manufac- 
turers Association has just set up six 
worker-training centres in northern and 
northeastern provinces, and plans more. 
About 2,000 people are expected to gradu- 
ate this year from the 45-day clothes-mak- 
ing course. But the course only prepares 
workers for the shop floor. The marketing 
and design skills so critical to the industry 
are still hard to come by, evidence of the 
acute labour shortage that afflicts virtually 
all sectors of Thailand's economy. 

E hard to find in greater Bangkok, says 

Viroj, president of the garment mak- 
ers' association. That has firms striking out 
for the provinces, where the minimum 
wage is some 23% lower than in the capi- 
tal. Virojs company, Nice Apparel, re- 
cently built a factory in the northeastern 
province of Khon Khaen. "In the future, 
we will build more and more in the prov- 
inces," he says. 

In addition to cheaper labour, compa- 
nies that move outside the capital receive 
tax breaks from the government's Board of 
Investment, which hopes such relocations 
will narrow the country's wide urban-ru- 
ral income gap. Even so, shifting produc- 
tion is often difficult. Electricity and tele- 
phone service can be erratic, and transport- 
ing goods to and from ports on the Gulf of 
Thailand is expensive. 

Some companies are going even further 
afield. More than 20 Thai garment makers 
have set up shop across the Mekong River 
in Laos, where workers earn about US$42 
a month, one-third Bangkok's minimum 
wage. Another plus, in the eyes of the 
manufacturers, is that Laos is not party to 
the quota regime that governs world tex- 
tiles trade, so there are virtually no limits 
on the amount of goods it can export. 

Vietnam might have been an alternative 
destination were it not for its very restrictive 
quota agreement with the European Union 


ven unskilled workers are getting 


Productivity is the key. 
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(EU). Hua Thai, which set up a factory in 
Vietnam before the agreement was reached, 
says its venture is barely breaking even on 
exports to the EU and to non-quota coun- 
tries in the former Soviet Union and East- 
ern Europe. The U.S. has yet to extend most- 
favoured-nation trade status to Vietnam, so 
its high tariffs on Vietnamese goods pre- 
vent any appreciable trade. 

Another difficulty, say some garment 
makers, is buying quality fabric. That pro- 
duced by Thai textile makers is generally 
not good enough for high-quality export 
garments. For that market, Thai companies 
must import almost all of their fabric, con- 
siderably slowing production. 

The low quality of Thailand's own tex- 
tile industry is a legacy of the government's 
import-substitution policy. The spinning 
and weaving industry grew up providing 
low-quality goods to a highly protected lo- 
cal market, and had no incentive to im- 
prove. As the Asean Free Trade Area and 
the Gatt agreements come into effect, that 
is beginning to change. 

"There used to be a lot of mom-and- 
pop factories with old equipment that 
turned out low-quality products in small 
amounts. They had no problem selling be- 
cause there was so much protection," says 
Edwin Choi, managing director of Tuntex 
Petrochemical (Thailand), a polyester 
maker. "No more. Now you have to be a 
large operation with hi-tech equipment 
and good-quality products." 

All of this has required a change in atti- 
tude by garment- and textile-company 
owners, most of them ethnic Chinese who 
started as textile merchants before opening 
their own factories. They "have to look at 
the industry as industrialists, not as trad- 
ers,” says TTIS's Rochana. This requires in- 
vestment and innovation. 

"Not every manufacturer will be able to 
adapt" says Hua Thai's Tayuth. "Only 
those who have the foresight and the will 
to change are going to be able to stay in 
this business." a 








Topped Out 
Thailand’s garment exports 
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TRADE 


The Singapore Round? 


World Bank wants East Asia to lead trade liberalisation 





By Nigel Holloway in Washington - 





iven the seven exhausting years it 
took to conclude the Uruguay 
Round of world trade talks, this 
may seem an inauspicious time to launch a 
new trade initiative. But the World Bank is 
proposing just that: a fresh round of nego- 





| tiations to lower trade barriers, this time 
| within a single region, East Asia. 


Gautam Kaji, the bank’s vice-president 


| for East Asia and the Pacific, is convinced 
| that if Japan, China, South Korea, Taiwan, 
| Hong Kong and Asean can start the ball 


rolling, the rest of the world will be carried 
along. "East Asia is well-placed to spark 
further liberalisation of global trade and 
investment, in a role analogous to that 
played by the United States and Europe 
following World War IL" says a new 
World Bank report. 

The East Asian 11 may lack the political 
clout of 1945's victorious Allies, but their 
economic power is possibly as great today 
as the West's was then. Indeed, the World 


| Bank expects East Asia to account for 40% 
_ of the increase in world income in 1992- 


2000 (in purchasing-power-parity terms) 
and 33-50% of all new imports. 

At first glance, these figures may seem 
startlingly high, since the region currently 
produces only 2546 of global output in pur- 
chasing-power-parity terms. But it's impor- 
tant to remember, the bank says, that the 


. region's output is growing much more rap- 
| idly than the rest of the world's. 


One thing, though, is essential, namely 
a "bold" liberalisation drive, it says. The 
bank suggests doubling the size of the cuts 
in tariffs and non-tariff barriers that East 
Asia promised in the Uruguay Round. 
Policies governing inward direct invest- 
ment would have to be made less discrimi- 


. natory and more transparent. And perhaps 
, most important, the liberalisation should 


be on a most-favoured-nation basis and 
thus of benefit to everybody, not just East 
Asians, says the report. 

The boost to world trade from such a 
concerted action would generate about 
US$100 billion a year in extra income by 


. 2000, the bank says. That's about half as 


much global income as economists expect 

from the Uruguay Round as a whole. 
Lest governments doubt such rosy fore- 

casts, the bank warns that without further 


_ trade liberalisation, the pattern of East 


Asian commerce may prove politically and 
economically unsustainable. The region re- 
corded a combined trade surplus of 
US$114 billion with the U.S. and the Euro- 
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pean Union in 1992. The report wonders 
how long these markets will accept such 
imbalances, particularly given the fact that 
the level of protection, both formal and in- 
formal, is so much higher in East Asia than 
in the U.S. and Europe. 

Effective protection rates — which in- 
clude the cost of quotas and licences as well 
as tariffs — are high in Asia. The World 
Bank calculated that during the late 1980s 
and early 1990s, countries in the region 
provided their manufacturers with average 
effective rates ranging between 61% (Thai- 
land in 1988) and 23% (Malaysia in the 
same year). 

The question is whether this report will 
gather dust or spark interest in yet another 
round of trade talks. Vinod Thomas, one of 
the authors, says the bank has been dis- 
cussing the findings with governments in 
the region. The reaction has been positive, 
but cautious, he says. 

One intriguing issue is how the U.S. 
might react to such an initiative. It can 
hardly object to East Asian trade liberalisa- 
tion, but the group of countries highlighted 
by the bank bears an uncanny resemblance 
to the East Asia Economic Caucus pro- 
posed by Malaysian Prime Mister Maha- 
thir Mohamad in 1990. The U.S. has been 
trying to kill the idea ever since. » 


Leader of the Pack 


Regional shares of the increase 
in imports, 1992-2000 





European Union 24% 
Note: Based on conservative estimates for East Asia 


7E Asia’s share of world 
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For explorers like Stephen 
Venables and Robert Anderson, 
a reliable timepiece is more than 
a convenience; it's a necessity. 

Braving the remote heights 
of Mount Everest without the 
aid of bottled oxygen, they 
needed to time their ascents with 
extreme caution. Their goal was 
to reach camp before sunset, 
when high winds and poor 
visibility make the mountain 
even more perilous. The timepiece 
they sence on was Rolex. 

] Part of 


what makes 






a Rolex Oyster 
so dependable is the design of its 
rugged case, which is sculpted 
from a solid block of metal, using 


as much as sixty tons of pressure. 
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same principles as a submarine hatch, 
the Twinlock keeps water and other n: 
Ce: 


elements from reaching the delicate movement 


within. Each Oyster movement takes a year to 


make, from the first operation on the first tiny 


part through to final assembly by one of our 


highly skilled craftsmen in Geneva. 


After undergoing a series of gruelling tests 


at Rolex, Oyster timepieces are sent to an in- 


dependent Swiss Institute, the Contróle Officiel 
Suisse des Chronométres. There, each watch 


must successfully undergo 15 days and nights 





The Twinlock winding crown is 













They faced Everest without oxygen. 
But not without Rolex. 


of ngorous testing before it is awarded the 


prestigious red seal that signifies it is an Official 


wx Swiss Chronometer. 


M ND 
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| The extraordinary process that goes 
jJ into making a Rolex helps explain why 


it is utterly invaluable in any environment, 


from the frozen wastelands of the Arctic to the 


burning deserts of the Sahara. And from the 
depths of the ocean, to the roof of V 
the world. 





Rolex Oyster Perpetual Explorer II in stainless steel with matching Oyster bracelet. 


THE ROLEX CENTRE: 
Singapore: Tong Building, Tel: 737 9033 Showroom: 737 0925. Kuala Lumpur: Bangunan Arab Malaysian, Tel: 03-232 2709. 
Jakarta: Jl. Antara, Tel: 384 2245. Bangkok: Maneeya Centre, Tel: 252-6038-40 
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Don't miss the Far Eastern Economic 
Review on air with Review editors 
and correspondents. Plus, humour 
columnist Nury Vittachi. 
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5.00pm Asian Market Digest 


The Asian Wall Street 
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The Asian Wall Street 
Journal On Air 


11.00pm A ket Digest 
(Continued) | 
12.00 
midnight 


Hong Kong and Singapore time zonc. 


Closedown 
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Television That’s All Business. 
For more information, please call: 
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ECONOMIC MONITOR: PAPUA NEW GUINEA 











Crash Landing 


apua New Guinea's housing minis- 
ter, John Jaminan, was recently driv- 
ing down Port Moresby's Boroko 





. Drive, signalling a left turn. Instead, he 
| swung right. A violent altercation with the 


police ensued, followed by a court appear- 
ance. The incident has echoes in PNG's 


| economy: the signals — or the political 
| rhetoric — point one way, the results veer 





off in another direction. 

Last year's growth rate of 14.5% put 
PNG's 4 million people "up with the tiger 
economies of East Asia," Prime Minister 
Paias Wingti boasted in November. Not for 


| long. This year, growth is likely to crash to 
| a stop. The United Nations agency Escap 


(Economic and Social Survey of Asia and 


| the Pacific) forecasts just 0.3%, while Aus- 


tralia’s university-based Asia-Pacific Eco- 


, nomics Group expects the economy to 
| shrink by 1%. 





How can this be? The 1990s have in- 
deed seen tigerish performance in PNG's 


| small economy, after a decade of about 2% 


average annual growth. Last year's sprint 
built on recent investments in resources, 


| which generate nearly 75% of exports 


(PNG became an oil producer in 1992). On 


top of that, the value of log exports nearly 
tripled in 1993 to US$400 million. 
Yet the resources boom has lost mo- 


| mentum. Investment has slumped because 
| of competition from newer destinations, as 
| well as perceived government ambivalence 


towards the industry. Exploration spend- 
ing fell to US$90 million last year from 
US$280 million in 1990. In addition, the 


| massive Lihir gold-mine project has been 
| delayed by a dispute over equity. Finance 
_ Minister Masket Iangalio favours a public 
. float while Mining Minister John Kaputin 


wants British developer RTZ to bring in 


. Malaysian interests at a discount. 





Prospects for a stock exchange being set 
up this year are also dim. Brokers had been 
depending on fees from the Lihir under- 
writing — and from privatisations that 
now appear distant — to fund their offices 


| in Port Moresby. In the background, the 


civil war on Bougainville Island drags on. 
On the brighter side, non-mining activ- 


| ity is picking up as commodity prices re- 


bound. Coffee prices climbed 103% in the 
year to May, timber 72% and cocoa 52%. 


| (Copper and silver each rose 20%.) 


The higher prices have helped PNG 
maintain a positive trade balance. After a 
US$1.3 billion surplus for all of 1993, it 
posted a US$268 million surplus for the 
March quarter, with a US$74 million sur- 
plus in the current account. Foreign re- 
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serves, however, fell to US$135 million at 
the end of March, barely 1.4 months’ worth 
of imports, and have since fallen further. 
The reason is the budget deficit, which 
has ballooned in the last five years (see 
chart), forcing the government to borrow 
abroad. This year’s deficit is tentatively 
forecast at US$190 million, despite being 
slashed by US$50 million in a mini-budget 
delivered by Iangalio in February. A for- 
mer banker who is a lot less bullish than 
his predecessor, Sir Julius Chan, Iangalio 
retrieved some of the daring tax cuts of 
Chan's go-for-growth 1993 budget. 
Business confidence is low. An Institute 
of National Affairs survey showed 75% of 
private firms didn't expect to raise capital 
spending this year, 40% were operating at 


Still Threatening 


PNG’s budget deficit 


% of GDP 
6 








c — n3 co > oc 





Source: Department of Finance 


below 75% capacity, and half expected no 
growth in the next three years. Manufac- 
turing investment remains meagre, adding 
to job pressures. More positively, employ- 
ment rose 1.726 last year, somewhat better 
than the 0.4% in 1992. Inflation, running at 
around 4.5% a year, slowed a bit in the 
first quarter of 1994. 

To ensure it can pay the government's 
overseas bills, the central bank is buying 
forward currency contracts made by com- 
mercial banks for their major clients. Aus- 
tralia has agreed to provide a standby fa- 
cility, but Japan has withdrawn US$205 
million of unutilised project loans. The gov- 
ernment gained some relief in June with 
the signing of a US$90 million three-year 
offshore commercial loan. This is secured 
against future resources taxes, which the 
tax office is now telling miners and oil com- 
panies to pay in U.S. dollars to a Cayman 
Islands account. m Rowan Callick 
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There are many ways into Asias markets. 
We know them all. 





The world's financial markets aren't just defined by New York, London, and Tokyo anymore. 
The global economy is already a reality, and today we are witnessing spectacular growth in Asia. 
Opportunity is knocking. And at Nomura, we know how to open the door. 
In fact, Nomura has long had a strong presence throughout Asia. Our international staff of economists, 
analysts and researchers adds to our expertise, gathering information locally across the region. 


So if you're looking for the way into Asia, call Nomura. We'll be happy to open the door for you. 


GSNOMURA 


THE NOMURA SECURITIES CO., LTD. 


Nomura International plc, member of the Securities & Futures Authority and the London Stock Exchange 
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RIGHT CHANNELS. 


Now there’s a TV channel to help you stay ahead in the most competitive 
business environment in the world. 

Asia Business News (ABN) is the first and only regional business 
news channel produced in Asia, for Asia. Presented by a world class team of 


HOW TO TUNE IN TO ASIA BUSINESS NEWS 


ABN is available free to the viewer with no subscription charge in the following ways 


* Direct From Satellite. 
ABN is transmitted live via the Palapa B2P satellite, on channel 6H (3920 MHz), 


journalists, it gives you 18 hours of information and analysis 
on developments in the region's business and financial environment, every 
business day. Local and international coverage that speaks 


directly to the interests of the Asian business audience. And dynamic, state-of- 


the-art 3-D graphics which allow you to easily interpret real 
time market data at a glance. 
No other television channel in Asia can give you ABN’s volume, depth and 


detail of business coverage. That's why Asia's top decision-makers are tuning in 


to this valuable business resource. 
Give yourself the edge. Make ABN a regular part of your business day. 


to viewers in Southeast Asia and East Asia. If you can currently view CNN, ESPN 
or HBO, you should be able to receive ABN. 

* On Terrestrial Broadcast Networks. 

Live and/or recorded coverage of specific day-part segments is shown from time to 
time on terrestrial broadcast networks 

* On Cable Networks. 

Various existing pay television networks show ABN live, as a channel, to their viewers 
If you are unsure of your satellite capabilities check with your building owner or 
property manager. For any technical queries about Palapa satellite receiver dishes or 
ABN reception, please contact ABN. 
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Television That's All Business. 


For further information about ABN, contact: Hong Kong Tel: (852) 521-9163 Fax: (852) 521-9161 Singapore Tel: (65) 323-0488 Fax: (65) 323-0788 
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To Stay or to Go? 


Hong Kong's Cafe de Coral fights to stay on top 


By Louise do Rosario in Hong Kong 


i t was only natural: Having dominated 





Hong Kong's fast-food business for 

years, Cafe de Coral found itself in the 
early 1990s looking elsewhere for expan- 
sion. The obvious market was booming 
China, just across the border from the Bri- 
tish colony. Cafe moved in and investors 
applauded, doubling its share price within 
a year to more than HK$6 (77 U.S. cents). 

So much for “China concepts." Setting 
up a business in the mainland has been 
"quite painful," admits Managing Director 
Michael Chan. Hong Kong-based Cafe, 
which in 25 years has claimed a quarter of 
the colony's fast-food sales, found itself sty- 
mied in China, where infrastructure is 
poor, costs are high, and quality ingredi- 
ents hard to come by. In a country where 
eating out is more a special event than a 
mere convenience, many prefer the exoti- 
cism of McDonald's to Cafe's cafeteria-like 
ambience and hybrid Cantonese-Western 
menu. Cafe had hoped to set up 10-12 out- 
lets a year in China; today it has seven, and 
its share price is down 30%. 

Like other Hong Kong businesses — 
clothing retailer Giordano, for one — Cafe 
was ahead of its time in China. In response, 
it’s returning, for now, to the market it 
knows best. That means Hong Kong, 
where ruthless cost-cutting and savvy mar- 
keting have made Cafe the colony's best- 
performing restaurant chain. Even at 
home, however, the competition is heating 
up. Experienced Western concerns are 
moving in, and the market may soon be- 
come saturated. Can Cafe de 
Coral remain on top? 

Yes, say analysts, at least in 
the short term. Most expect 
another year of double-digit 
growth in sales and net profit. 
Last year, interim sales grew 
1676 to HK$837.5 million and 
interim net rose 16% to 
HK$78.7 million. Chan says 
full-year results, due out soon, 
will be "in line" with last 
year's. 

The impressive perform- 
ance is due largely to obsessive 
cost control, a must given 
Hong Kong's 10% inflation 
rate. But it'll take more than 
tight purse strings to maintain 
such high earnings. Hong 
Kong’s fast-food industry — 
1,700 outlets run by a few large 
chains and hundreds of small 
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independents — is maturing. “There’ll be 
absolute saturation in three to six years,” 
predicts W. I. Carr analyst Alan Wong. 
Cafe once had Hong Kong’s fast-food 
market virtually to itself. You might say it 
invented the market. The K. S. Lo family 
(which also runs Vitasoy, a highly success- 
ful soy-milk business) opened the first Cafe 
de Coral in 1969. It started out operating 
standard Chinese restaurants. Then, in 


Meals to Go 


Fast food operators are picking 
up market share 








HK$ billion 

90 ggrTotal Hong Kong 
restaurant receipts 

40 Fast food receipts 


Hybrid menu: ruthless cost-cutting. 
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1974, it established its first self-service out- 
let, inspired by high-volume American 
franchises. Offering clean, promptly deliv- 
ered food at affordable prices, Cafe's out- 
lets quickly replaced traditional roadside 
stalls. Western chains, though using the 
same formula, fared worse in those days 
because consumers weren't accustomed to 
foreign food. 

In 1986, Cafe went public. It used the 
proceeds to expand, nearly doubling its 
outlets by 1990, to 64. "It had the right con- 
cept at the right time," says W. I. Carr's 
Wong. "It fits in with the lifestyle of Hong 
Kong very well. It provides a quick eating 
experience and prices that can't be argued 
with, and its hours are very convenient." 

Today, with 109 outlets, Cafe's logo — 
three Chinese characters meaning "happy 
together" — is ubiquitous. "We have been 
a market leader for the past 10 years," says 
Managing Director Chan. “We are a house- 
hold name, in terms of quality and good- 
will." 

But Cafe's own success has bred com- 
petition. Western chains like Hardee's, 
Wendy's and Jack In the Box are steadily 
taking market share from established lo- 
cals. So far, McDonald's, with 74 outlets, is 
the only foreign concern to make big in- 
roads, but changing local tastes are sure to 
help others from abroad. Young people in- 
creasingly prefer American-style hamburg- 
ers and french fries to the mixed Western 
and Chinese menu typical of local fare. 
Says Wong: "It's a zero-sum game for the 
industry, unless the local birth-rate goes up 
suddenly or everybody changes to eating 
fast food only." 

For now, Cafe has a comfortable 25% 
market share, followed by McDonald's 
20%, Fairwood's 14-15% and Maxim's 10%. 
But Chan admits that “maintaining our 
share is a challenge." Moreover, industry 
sales growth is slowing markedly, to a 
year-on-year 13.3% in 1993 from more than 
30% in 1991-92. 

Cafe isn’t sitting still, 
though. With the low end of 
the market quickly growing 
crowded, it’s eyeing the upper 
end. In 1990, it acquired Ah 
Yee Leng Tong, a chain of Chi- 
nese restaurants serving soup 
and specialty dishes. In 1991, it 
took over the Spaghetti House 
chain, which offers Hong 
Kong-style Italian food. Both 
generate modest profits, but ri- 
vals offer the same products 
and competition is getting 
keener. “There are a lot of copy 
cats,” says Chan. 

That’s why Cafe is also 
sticking with its proven earn- 
ers. Its menu is nothing if not 
diverse, ranging from the 
Spring Chicken Set to a Super 
European Croissant. It also 
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continues to promote seasonal favourites | 


— hot pots in winter and Chinese-style, : 


Brief Respite 


red-bean ice-cream in summer — with the 
help of heavy advertising. 

And it continues to battle costs, keeping 
its operating margin at a relatively healthy 
9-10%. To understand the obsession with 
margins, look at what's happened to rival 


Fairwood (whose owners are related to | 
Cafe's). Fairwood is "bent on expansion" | 


| > ew car makers with designs on the 


and worries less about margins, says 
Nomura Research Institute analyst Gordon 


Crosbie-Walsh. The chain might wish it | 


had worried a little more: earnings drop- 
ped a year-on-year 23% in the year to 


March, despite 36% growth in turnover. Its - 


share price had plunged to HK$1.48 by 
July 14 from a peak HK$5.30 a year ago. 








Cafe's most prescient bit of cost control | 


was over the one expense that in space- 
short Hong Kong is most likely to drive a 
retailer out of business: rent. Tired of see- 
ing profit margins shrink with each expir- 
ing lease, Cafe is buying up the properties 
in which its restaurants operate. To date, 
it owns 23, “which means at least 20% of 
our earnings are protected,” says Chan. 
Rents now account for a steady 13-14% of 
sales. For competitor Fairwood, by con- 
trast, that ratio has surged to 18% today 
from 11% in 1991, depressing operating 
margins to 5-7%, industry watchers say. 
(Fairwood, too, has started buying its own 
properties.) 

Cafe has also moved to contain labour 
costs, opening a 120,000-square-foot central 
warehouse and automated food-processing 
facility in Fotan, near the Chinese border. 
“We used to need at least one worker in 
each branch to cut the meat,” says Chan. 


INDUSTRY 


Volkswagen welcomes China’s curb on car ventures 





By Uta Harnischfeger in Hong Kong 








China market welcomed Beijing's re- 

cent moratorium on new, foreign 
joint ventures in assembly plants. Volkswa- 
gen was one of the exceptions. 

A pioneer in China’s still-nascent car 
industry — and one that has helped up- 
grade segments of the domestic parts in- 
dustry — the German giant has become 
China's dominant car manufacturer. Suc- 
cess, however, has a downside: Volkswa- 
gen now has the most to lose as new com- 
petitors enter the promising market. 

The two-year halt to new joint ventures 
gives the company some breathing room 
to reinforce its position. Volkswagen plans 


| to use it to upgrade the Santana, the model 


| Growth Models 


Volkswagen's projected production in China 


“Now the new machine in Fotan takes only | 


two hours to do the same job." 
In the long run, however, China may 


prove the only place big enough for all to | 


compete, whatever its short-term prob- 
lems. That will be a challenge, because con- 
trolling costs there is much more difficult 
than in tiny Hong Kong. When outlets are 
dispersed over a vast area, economies of 
scale are harder to achieve. Cafe's China 
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it has produced in China since 1985. It also 


| intends to steadily step up production of 


operations must pay more for everything, | 
from utilities to raw materials. Import du- | 
ties pinch, because much of the food must | 


be imported to ensure adequate quality. 
The key problem in China, however, is 
the market itself: few Chinese take easily 


to Hong Kong-style fast food, which is eas- | 


ily double the price of mainland fare. 
What's budget food in Hong Kong is a rare 


treat in China. There are also regional tastes 


to consider. While in southern China Cafe 
can still rely on the cachet of things Hong 
Kong, the conservative north "poses a big 
marketing challenge," says Chan. 


Still, Chan is content to move cautiously | 


in China, confident that it will begin con- 
tributing "significant profits in five or six 
years’ time." Maybe just in time for the 
next bout of China fever. x 


70 








the newer Jetta, aiming to roll out 300,000 
cars in 2000 (see chart). 

"Every Chinese kid knows the San- 
tana," says the president and chairman of 


| Volkswagen Asia/Pacific, Martin Posth. 


“And even in areas as remote as Lhasa, 
people recognise our logo.” In 1992, the 
model held 44% of China’s car market, ac- 
cording to company figures. When the Jetta 
and the Audi are added, Volkswagen ac- 
counts for 58% of cars sold in the country. 

But lately, Chinese have started to call 


| the Santana “old-fashioned,” says Posth. 
. Nine years after it first rolled off a Shang- 


hai production line, the Santana produced 
in China has yet to be upgraded. The slow 
pace of change partly stems from Volkswa- 
gen's 1984 agreement with Beijing under 
which the company agreed to achieve 80% 
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local content on a “long-term basis.” 

But introducing quality control to the 
nation’s rudimentary automotive industry 
took time. Volkswagen was forced to focus 
on developing usable parts; upgrades were 
years down the road. “When we first said 
that we would have a localisation of 70% 
within five years we were laughed at,” says 
Posth. Today the Santana is made of 85% 
local parts from 190 suppliers. 

Now Volkswagen faces a new challenge 
as more foreign car makers search for routes 
into the Chinese market. High-growth esti- 
mates draw them: total industry produc- 
tion is forecast to more than double to 3 
million vehicles annually by 2000. 

“Today everyone knocks on the door,” 
says Posth, hardly hiding his irritation. 
After all, Volkswagen did the hard part. It 
helped develop suppliers 
that other new entrants could 
tap to build cars. 

But — undoubtedly to 
Volkswagen's relief — the 
door has partially closed, at 
least until 1996. Beijing is also 
moving to streamline the in- 
dustry, which is now ex- 
tremely fragmented with an 
estimated 166 assemblers and 
thousands of parts makers. 
The aim is to weed out ineffi- 
cient assemblers and to re- 
duce the number of car mak- 
ers to six or seven conglom- 
erates by 2000. The move is 
ultimately intended to help 
China meet the new compe- 
tition it will undoubtedly face 
after it is allowed to rejoin 
Gatt. “China is basically creating an oli- 
gopolistic car environment,” says Baring 
Securities’ David Barden. 

Meanwhile, companies such as Honda 
and General Motors have put their plans 
for car joint ventures on hold. But they are 
searching for alternative investments, such 
as creating joint ventures to make motor- 
cycles or trucks or to produce parts — 
exactly what Beijing intended. 

Volkswagen, for its part, is not wasting 
time. The new Santana 2000, set to debut 
next year, will run on Volkswagen’s new- 
est fuel-injected diesel motor. The company 
also intends to increase its current 314 serv- 
ice stations nationwide to around 1,000 
within three years. 

Eventually, Volkswagen hopes to export 
cars from China. “In the long run, we will 
beat the Japanese with a China-built car of 
the highest quality,” contends Posth. a 
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„öise also serves as a constant re- 
w that they too will be relocated to 
burbs to make way for urban deve- 
ment. "My family has lived here four 
enerations," grumbles a middle-aged man 
named Luo, who expects his notice to 
move within weeks, "but we have no 
choice." 

Luo's story is a common one as gleam- 
ing office towers and shopping complexes 
spring up throughout the city. "It's as if 
someone dropped a big stone in the centre 
of the city and the ripples are pushing 
everyone out," says Charles Boyle, an Aus- 
tralian architect who studies housing for 
developing countries. 

The pressures for change in the Chinese 
capital are enormous. With land prices 
now among the highest in the region, real- 
estate developers have arrived in force to 
carve up the capital. The government, re- 
lieved to solve its cash shortage and hous- 
ing problems, is hastily parcelling out 
building sites. The resulting transformation 
promises to be no less dramatic than those 
undertaken in imperial times as each new 
dynasty swept to power. 

Not only is redevelopment permanently 
altering the face of the city, it is causing a 
massive demographic shift. Led by land 
developers, China's new capitalists are 
promising a better Beijing, but not every- 
one is confident that is what they'll deliver. 

An estimated 180 projects are now un- 
der way in Beijing that will add at least 2 
million square metres of commercial and 
residential floor space by 1997. These 
projects, promising marvels like "a Garden 
of Eden in the middle of Beijing,” "Won- 
derland" and "a landmark of 21st-century 
living" are mainly luxury villas and apart- 
ment projects, shopping complexes and of- 
fice space aimed at foreign companies 
rushing to set up shop. 

With office space in the centre of the 
city selling for US$4,000 a square metre, 
and villas for US$3,500, prices are the 
fourth-highest in Asia, following Hong 
Kong, Tokyo and Shanghai. Developers of 
these luxury projects expect returns of 50- 
85% on their investments, according to Al- 
fred Lai, deputy managing director of First 
Pacific Davies in Hong Kong. 
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Given those returns, little is sacred. 
High-cost villas encroach on the grounds 
of the old Imperial Gardens. "Super five- 
star" villas at Diaoyutai State Guest House 
— once reserved for visiting heads of state 
— are being flogged for US$20,000 a day. 

Even Beijing’s bomb-shelter system has 
been commercialised. The city government 
is leasing space in the "Underground City" 
built at the height of anti-Soviet paranoia, 
for a monthly Rmb 4 (46 U.S. cents) per 
square metre, up from Rmb 1.5 two years 
ago. "There is no planning in China," says 
one Hong Kong real-estate consultant. “Of- 
ficials just release land [use-rights] for 
short-term gain with no regard for what 
the city will look like or for oversupply." 

The good news is that the rapid trans- 





Old Peking gives way. 


formation will help Beijing alleviate its se- 
vere housing shortage. When the Commu- 
nists came to power, the centre of the city 
was a mixture of upper-class courtyard 
homes and single-story slum dwellings 
made of compressed earth. Determined to 
make decent housing available to all, the 
new regime mandated that the state should 
provide all housing to urban residents 
through their work places. Throughout the 
1950s there was a surge in construction of 
Soviet-style apartment blocks. 

But under the influence of leftist 
ideologues, rents repeatedly decreased 
from 1959, until the average monthly rent 
cost less than a pack of cigarettes. Housing 
construction stagnated for most of the 
1960s and 1970s while the population 
climbed. As families grew, they divided 
courtyard houses into smaller and smaller 
homes. Work places allowed government 
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apartment blocks to deteriorate. 

Although housing has become a prior- 
ity under the reforms of Deng Xiaoping, 
the government doesn't have the resources 
to keep up with demand. Even after years 
of building new housing and, more re- 
cently, raising rents, some 200,000 Beijing 
residents have less than four square me- 
tres' living space per person. Beijing wants 
to double the average — 7.1 square metres 
per person — by the year 2000. 

Bringing in high-end developers to sub- 
sidise suburban housing has a certain logic, 
and Beijing is now beginning to embrace it 
as an institution rather than a piecemeal 
solution. Until recently, people were reset- 
tled on a project-by-project basis. Now, 
says First Pacific's Lai, Beijing is moving 
toward the approach used by Hong Kong's 
Housing Authority: contracting with pri- 
vate builders to construct what the Chinese 
call "affordable housing." By creating what 
in effect is a bank of ready public housing 
in the suburbs, they can avoid delays in 
central-city projects. 

The wave of displaced urbanities as well 
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as a baby-boom generation coming into the 
housing market has developers looking se- 
riously at public housing. Local companies 
such as Wanhai Real Estate are moving into 
this area in part because the government is 
offering low-interest loans and tax breaks 
not available for luxury projects. Also, in 
the market for standard accommodation, 
there is no danger of oversupply. 

“Unlike projects in the city, where the 
competition is unclear, there is high de- 
mand for standard housing at stable 
prices,” says Wanhai General Manager 
Chen Guotong. 

Among foreign companies, Hong 
Kong’s New World Development is the 
most aggressive in public housing. It has 
joint-venture agreements with Beijing, 
Nanjing, Guangzhou and Wuhan, under 
which the local governments provide land, 
and New World the capital and expertise. 
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It is guaranteed a net profit of 15%. 

“These projects are a win-win situation 
for all,” says Douglas Chan, a director of 
New World Development (China). “We 
make reasonable profits with minimal 
risks, the people get housing, and the local 
government fulfils its obligation.” 

What's more, gentrification helps allay 
other urban problems. Beijing, like many 
Chinese cities, suffers from an inordinate 
number of pollution-generating factories in 
the city proper — a throwback to the Mao- 
ist notion that each city should be self-suf- 
ficient. The government wants to move 
these enterprises out of the city, and now 
land developers are hastening the process. 
The state-run, loss-making Snowflake Re- 
frigerator Factory, on a prime site next to 
Beijing’s embassy district, was sold for 
Rmb 700 million. This resolved the facto- 
rys Rmb 200 million debt and paid for re- 
location to Daxing county, about 30 kilo- 
metres from Beijing proper. More than 
1,000 workers moved with the factory. 

But for many of Beijing's 10.5 million 
residents, the real-estate boom will bring 
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an abrupt end to an old way of life. The 
wrecking ball is systematically eliminating 
the sprawling neighbourhoods of simple 
single-story homes built along the busy al- 
leyways that characterise Old Peking. One 
of the city’s biggest planned projects, 
Financial Street — a commercial and bank- 
ing centre along West Second Ring Road 
— calls for demolition of 20,000 homes, 
some of which date to the Ming Dynasty 
(1368-1644). Even small projects force re- 
settlement of 200-300 families. 

Its far from a democratic process. In 
general, the government and the developer 
negotiate a land-use price that includes the 
cost of resettling residents. By law the gov- 
ernment owns the land, so residents have 
no basis for protest, even if the family has 
lived on the site for 10 generations. “To 
resist would be to contravene the public 
interest,” says a Beijing science professor 
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in his 60s. “The nails [stubborn residents] 
get hammered down.” The “nails” have a 
new name for the housing officials too: 
“termites” or “roof eaters.” 

The new residence may not be in the 
city at all. Beijing municipality sprawls 
over an area of 16,800 square kilometres. 
The government suggests that relocations 
be within 10 kilometres of the original 
home, but in the case of Financial Street, 
residents report new housing assignments 
as far away as 20 kilometres. Even in cases 
where original residents are given the first 
option to buy newly built housing in their 
old neighbourhoods, only about 30% can 
afford it, says architect Boyle. And com- 
fortable “old” neighbourhoods will cer- 
tainly be out of reach. A traditional, 2,300- 


square-foot courtyard home in a West City | 


district slated for preservation sells for 
about Rmb 23 million. 

Within the Third Ring Road, even 
standard Chinese apartments being sold 
commercially run Rmb 4,000-6,000 a square 
metre. With an average monthly income of 
Rmb 360, Beijing residents are hard- 
pressed to become home-owners, particu- 
larly because there are still no mortgages 
available for average citizens. The cost of 
the house must be paid in a single lump 
sum, in cash. “I had to go at least 30 kilo- 
metres to find something affordable,” says 
a disgruntled 30-year-old. 

Unlike in Seoul, where late-1980s urban 


renewal sparked fierce clashes, no great 


protests have marred Beijing’s gen- 
trification so far. Young people are particu- 
larly eager to get a larger space, and new 
apartments are equipped with modern 
amenities often lacking in the dilapidated 
old sections of town. Some have report- 
edly paid bribes to transfer their residency 
to sections slated for redevelopment, so 
they can get access to new housing in Bei- 
jing’s fringes. 

But many fear lack of infrastructure 
may isolate them from jobs and friends in 
the city. Only a tiny percentage of residents 
own private cars. And although Beijing has 
one of the country’s best transport systems, 
it is still grossly inadequate. A bus trip to 
the southern suburbs can cost Rmb 4 and 
take 90 minutes. Calculated over a month, 
the commute can gobble up half of a work- 
ing person’s salary, not to mention a lot of 
time. Beijing plans an impressive web of 
subway and road projects, but officials ad- 
mit many lack funding. 

China’s new capitalists will make a 
mark on Beijing just as profound as their 
imperial predecessors’. But it remains to be 
seen whether the current makeover is 
merely cosmetic or fundamentally im- 
proves the quality of life. 

"I worry about what these suburban 
areas will look like in 50 years,” says a so- 
cial scientist in Beijing. “I just hope they’re 
not just moving the slums from one place 
to another.” "i 
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A company self-parody; TV in a car: the cutting edge. 


TECHNOLOGY 


Sharp’s Edge 


Prowess in LCD screens puts it ahead of Sony 


By Jonathan Friedland i in Tokyo 
ove over Sony — herë: s a new 
contender for innovation leader in 


Mis consumer-electronics 
arena: Osaka-based Sharp Corp. 

While Sony and Matsushita have been 
scouring Hollywood for entertainment soft- 
ware to feed their gadget-based empires, 
Sharp has quietly invested in the building 
blocks of next-generation products. Now, 
its sumo-sized rivals are scratching around 
for something new to capture buyers’ at- 
tention — while Sharp boasts not one, but 
two, innovative best-sellers. 

Sharp is “having a wonderful run,” says 
Peter Rawle, senior electronics analyst at 
Smith New Court in Tokyo. 

The 1980s belonged to Sony. Its Sony 
Walkman and Handycam became synony- 
mous with whole product categories, much 
as Xerox became indelibly 
linked with photocopiers, and 
Hoover with vacuum cleaners. 
But there is little appetite for its 
latest offerings. Sales of the 
Sony DiscMan, its portable 





compact-disc (CD) player, have P 


peaked; and its MiniDisc, using 
scaled-down CD technology, 
has had a slow start. 

Sharp, by contrast, is poised 
to usurp Sony as the electronics 
maker to watch in the 1990s — 
provided it can keep churning 
out hot products. The key ques- 
tion, says Koichiro Chiwata, 
electronics analyst at Salomon 
Brothers in Tokyo is: “Can 
Sharp build on its current ad- 
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vantage and translate it into a roadmap for 
the next 20 years?” 

Already, Sharp President Haruo Tsuji's 
decision to bet big on components has paid 
off. Around them, his staff have skilfully 
designed compelling new products. In the 
year to March 31, Sharp's consolidated net 
income rose 7.4% from a year earlier to 31 
billion (US$295 million). Sales were up 
0.8%, at ¥1.5 trillion. The increase may not 
knock investors' socks off, but consider: 
Only two of the other 14 major Japanese 
electronics companies managed a net profit 
increase last year. The reasons? Japan's eco- 
nomic downturn hammered domestic sales 
while a strong yen hampered exports. 

“Sharp is harvesting the seeds planted 
over the last several years," Chiwata says. 
“Their decision to focus on key industrial 
electronics devices was correct and they've 
executed their business plan well." 


Small Sales, Big Profits 


SHARP outpaced rivals in 1993 
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Sony may have created the market for 
camcorders with its popular Handycam, 
but Sharp's ViewCam broadened their ap- 
peal. Its two-year-old camcorder replaced 
the traditional viewfinder with a four-inch 
liquid-crystal display (LCD) screen (see ac- 
companying story). And because even tech- 
nophobes find it easy to use, demand 
soared. To date, Sharp has sold more than 
1.6 million units worldwide, good for 20% 
of the Japanese market in 1993, up from 
less than 296 two years ago. 

Sharp's Zaurus personal digital assist- 
ant (PDA), developed for the Japanese mar- 
ket, has also sparked consumer interest. A 
more sophisticated version of Sharp's Wiz- 
ard personal organiser, the Zaurus can 
read handwritten kanji (Japanese text), 
making it a hit among the legion of Japan- 
ese executives who shun computer key- 
boards. They snapped up 200,000 Zauruses 
within six months of its release. This year, 
Sharp expects to ship 500,000 of them. 

Tsuji is confident Sharp can maintain 
the momentum, based on his firm's long 
history of leveraging its successes. Founder 
Tokuji Hayakawa started the company in 
1912, with his invention of a simple snap 
belt buckle. Three years later, the inveter- 
ate tinkerer unveiled the Ever- 
Sharp, the world's first me- 
chanical pencil. It was consid- 
ered peculiar at the time, and 
Japanese stationers only began 
stocking the pencil after it 
proved to be a hit overseas. 

The company shifted its fo- 
cus to electronics in 1925, when 
Hayakawa imported a crystal 
radio set from the United States. 
He disassembled and copied it, 
applying the mass-production 
techniques honed in the pencil- 
making business to Hayakawa 
Electric. The result: Japan's first 
vacuum-tube radio, the Sharp 
Dyne. It quickly became the 
leading domestic brand and 
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captured much of the Southeast Asian 
market. 

Rather than building only the compo- 
nents needed for his own production, 
Hayakawa built up capacity. Selling excess 
components to other manufacturers cre- 
ated economies of scale. Later, the com- 
pany struck up a relationship with the 
then-dominant American TV maker, RCA, 
to manufacture Japan's first black-and- 
white televisions. And in the early 1960s, it 
linked up with California-based Litton to 
make microwave ovens. 

These partnerships set the precedent for 
future valuable alliances with industry gi- 
ants. Recognising Sharp's prowess in mak- 
ing handheld machines with good displays, 
American computer maker Apple recently 
tapped the company to manufacture its 
much-heralded Newton PDA. (Newton has 
taken a backseat to the Zaurus in Japan 
because it can't recognise kanji.) 

Home-entertainment giant Nintendo, 
meanwhile, incorporates Sharp-produced 
memory chips in its game cartridges. And 
Intel, the world's largest microchip 
maker, produces its new flash 
memory cards at a Sharp plant. 
These storage devices for portable 
computers hold data even when the 
machine's power is turned off. On 
power-up, they instantly restore 
whatever file the user was last work- 
ing on to the screen. As part of the 
deal, Intel assists Sharp in designing 
chips that Sharp needs but has little 
expertise in. 

Hayakawa Electric might have 
remained just a scrappy, innovative 
outsider, had it not been for a deci- 
sion by Japan's Ministry of Interna- 
tional Trade and Industry (Miti) to 
exclude the company from a key 
programme. Miti provided support 
to only six Japanese firms in their bid to 
thwart computer behemoth IBM in its ef- 
forts to win hegemony over the mainframe 
computer market. The future Sharp was left 
out in the cold, along with Casio and Sony. 

Instead, the outcasts turned their atten- 
tion to making the world's first transistor- 
ised desktop calculator. Hayakawa's first 
effort, the Compet, didn't hold much mar- 
ket appeal: it weighed 25 kilogrammes, 
was 22 centimetres thick and sold for the 
price of a small car. But it did prompt the 
firm, soon renamed Sharp, to build its first 
semiconductor plant. Throughout the 
1970s, Sharp and Casio went head-to-head 
to make the calculator smaller, more en- 
ergy-efficient and cheaper, forcing most 
other Japanese makers from the business 
in the process. 

The fierce competition compelled 
Sharp's then-president, Akira Saeki, to fo- 
cus the company on becoming a world 
leader in the technologies at the core of its 
products: speciality semiconductors, the 
chips that provide intelligence to electron- 
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ics products; and the transistors behind 
their LCD screens. 

This commitment put Saeki out on a 
limb. Instead of constructing a pavilion for 
the 1970 World Exposition in Osaka — as 
his competitors did — he plunged the 
equivalent of one quarter of Sharp's equity 
into building a cutting-edge semiconduc- 
tor plant in nearby Tenri. 

Tsuji later replicated this kind of bet- 
the-ranch spending on factories that de- 
velop and manufacture LCDs. During his 
10 years at Sharp's helm, its revenues and 
earnings from component sales have 
grown steadily. Analysts estimate that 30% 
of Sharp's consolidated revenues and up 
to 60% of earnings come from its compo- 
nents business. For Sony and Matsushita, 
components represent only 22% and 12% 
of sales, respectively. But these percentages 
are climbing as they follow Sharp's lead 
and place more emphasis on component 
sales. 

Since Sharp first produced the LCD as a 
screen for its pocket calculator in 1973, it 





A thin-screen TV: coup on the way. 


has been pushing the technology ahead, 
raising yields and slashing manufacturing 
costs at a dizzying pace. The first LCDs 
were fuzzy and unreliable; as they were 
made larger, they grew more difficult to 
read. Now that the technology has been 
refined, manufacturers use them not only 
for watches and microwave oven displays, 
but for the larger screens used in laptop 
computers and small TVs. 

Portable-computer makers such as 
Toshiba and Texas Instruments are ready 
buyers of Sharp's LCD technology. Sharp 
now boasts a 40% share of a US$4-billion 
market for LCDs. According to the Electron- 
ics Industry Association of Japan, that mar- 
ket will quintuple to US$20 billion by 2000. 

“Sharp invested big in LCDs well before 
1989, when it became clear that it would be 
a huge business,” says Chiwata of Salomon 
Brothers. “That risk was significant [but] 
they now have a substantial lead over 
many of their competitors.” 

Now, a host of market entrants — from 
South Korea and the U.S. — are snapping 


FAR EASTERN ECONOMIC REVIEW 


at Sharp's heels. Ironically, the Clinton ad- 
ministration's first public stab at industrial 
policy is helping to support the latter 
group. 

To maintain its lead, Sharp has bud- 
geted roughly US$1 billion over the next 
three years to boost LCD output. Produc- 
tion is slated to nearly quadruple by 1998 
from last year’s output of ¥102 billion. 
While its LCD investment equals that of 
giant NEC, it outweighs those of Hitachi, 
Toshiba or Sanyo. It recently unveiled the 
first 14-inch colour thin-film transistor, 
putting the LCD holy grail — a flat, wall- 
mounted, colour TV — within its grasp. 
That coup would underscore Sharp’s abil- 
ity to deliver market-driven products 
ahead of the pack. 

Still, with so many contenders vying for 
a piece of the LCD pie, prices are certain to 
tumble. “LCDs are a key technology, but 
they will soon be like gasoline, something 
cheap and plentiful,” says Chiwata. Be- 
cause LCDs and products based around 
them now represent about 30% of Sharp’s 
revenues, that casts a shadow over 
its profit potential. 

Chiwata isn’t the only analyst to 
question Tsuji's ability to maintain 
Sharp's technological lead. Apart 
from proving the durability of his 
current winning streak, Tsuji must 
alter the public's perception of the 
company. Says David Benda, an 
analyst with Barclays de Zoete 
Wedd: "To many people, Sharp is 
still seen as a calculator maker." 

Tsuji is confident he and his team 
can do both. The key ingredients in 
today's winning products are min- 
iaturisation and portability — two 
areas in which Sharp has a strong 
track record. Its expertise in LCDs 
gives it an edge, as does its success 
in making consumer goods that are simple 
to use. Its home fax machines are a case in 
point: unlike competing products that in- 
timidate users with an imposing array of 
controls, Sharp's sports just three buttons. 

Sharp will continue to make radical im- 
provements to existing products as it did 
with the ViewCam. But Tsuji says it will 
also incorporate its cutting-edge technol- 
ogy into bread-and-butter products, such 
as refrigerators, washing machines, fax 
machines and TVs, which still provide the 
bulk of company revenues. 

“We want to help people have more fun 
at home and to be more productive in the 
office,” says Tsuji, whose enthusiastic pat- 
ter betrays a background in marketing. 
"Our final goal is to give consumers some- 
thing that makes them glad, that makes 
them think ‘This is marvellous’.” 

“You can’t really do this unless you 
have excellent technology,” he adds. “But 
we will always be first and foremost manu- 
facturers of finished goods.” 

In Japan, Sharp is the No. 1 producer of 
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Japanese word processors, home tele- 
phones and fax machines; No. 2 in micro- 
wave ovens; and No. 3 in colour TVs. But 
sales of high-volume, low-margin goods 
such as answering machines and stereo 
equipment rouse little excitement on the 
investment front. Analysts would prefer to 
see Sharp scale back production of these 
commodity-like products, to focus on the 
areas in which it is strong. But Sharp, like 
its competitors, stands by its policy of of- 
fering distributors and dealers a smorgas- 
bord of products. 

^Most of our products make money," 
says Yutaka Wada, senior executive vice- 
president in charge of global production. 
"To have a good relationship with a sales 
network, you need a full line-up. What 
would you say if you went to a restaurant 
and they said "We have only meat — no 
soup, no salad, no dessert?" 

To buttress its earnings against inevita- 
ble price declines — and the soaring yen 
— Sharp has also shifted production off- 
shore. Initially, it transferred only produc- 
tion of low-value-added products, such as 
cheap TVs and cal- 
culators. But now, it 
manufactures virtu- 
ally its whole range 
of products in facto- 
ries that span the 
globe from Thailand 
to Tennessee. Wada 
notes that current 
overseas investment 
is almost five times 
the ¥2.8 billion 
Sharp had invested 
at the time of the 
1985 yen shock. 

Over the last 18 
months, with the 
yen soaring anew 
against the U.S. dol- 
lar, Sharp has suf- 
fered export aches 
along with its domestic rivals. But its swift 
relocation of plants has helped ease the 
sting. “Our policy is to localise as much as 
possible and to minimise linkage with yen- 
based products," says Wada. "As a result, 
the appreciation of the yen hasn't affected 
us that badly." But the high-value-added 
goods with beefier margins are still made 
domestically. That's why, although four 
out of 10 Sharp products are manufactured 
outside Japan, overseas operations account 
for just 25% of revenues. 

Continuing to invest in home-grown 
technology and spinning it off into capti- 
vating products could keep Sharp ahead of 
copycat competitors. "Sharp's greatest 
strength at present is that it doesn't want 
to be what it has always been: a little 
brother to Matsushita," Smith New Court's 
Rawle says. Although it has runaway hits 
in the ViewCam and Zaurus, he adds: 
"Let's see if they can keep it up." " 
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The ViewCam: original solution. 


TECHNOLOGY 


In the Picture 


Sharp’s ViewCam reflects president’s goals 


harp President Haruo Tsuji faced a 
S dilemma. His company was the un- 

disputed leader in liquid-crystal dis- 
play (LCD) technology. But it was just an 
also-ran in video camcorders — a market 
then dominated by Sony. Tsuji reasoned 
that there had to be a way for Sharp to 
exploit its LCD expertise to capture the mar- 
ket's imagination. 

In 1989, he tapped Kiyoshi Sakashita to 
find a solution. One of the few Japanese 
industrial designers to hold a board-level 
position, Sakashita assembled 50 Sharp en- 
gineers. Tsuji gave the “gold-badge” team 
privileged access to Sharp's research and 
development resources. Three years later, 
at the 1992 annual consumer electronics 
show at Osaka, Sakashita's ViewCam set 
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the industry abuzz. The peculiar-looking 
camcorder melded a mini liquid-crystal 
video display to a “periscope” that dou- 
bled as a handle attached to the side. 

“From 10 a.m. onwards, everyone came 
to see our booth,” recalls Sakashita. When 
Sony President Norio Ohga showed up to 
check it out, he adds, “we knew we had a 
hit right away.” 

You don’t have to be a technical wizard 
to make great home movies with the 
ViewCam. Instead of screwing your eye to 
a traditional viewfinder, you simply look 
into the four-inch screen. Because the lens 
swivels as you move the screen, you can 
easily record pictures while holding it 
above your head — or even pointing it at 
your face. And at playback time, several 
people can look into the TV-like screen at 
once rather than taking turns peering into 
a viewfinder. 

Consumers rushed to buy this radical 
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redesign of the camcorder. Since it hit store 
shelves, they’ve bought more than 1.6 mil- 
lion of the ¥223,000 (US$2,275) units — 
making it one of the few fast-selling prod- 
ucts introduced by a Japanese electronics 
firm in the 1990s. 

Before the VideoCam’s debut, most 
video cameras were essentially remakes of 
Sony’s popular 8-millimetre Handycam. 
Launched in 1985, the Handycam was 
shaped like an old-fashioned movie cam- 
era, with a more sophisticated grip and 
viewfinder. But many potential buyers 
were put off by camcorders’ complexity. 
Sakashita’s team faced three major chal- 
lenges: to eliminate the reflection on LCD 
screens; to find a way to make a flat-screen 
viewfinder interact with the camera’s lens; 
and to make the camera comfortable to 
hold and easy to operate. 

Years of brainstorming sessions nur- 
tured innovative solutions. The team re- 
duced screen glare using specially de- 
signed thin filters. They developed a pivot 
that allowed the lens to rotate independ- 
ently of the screen. And bold new indus- 
trial design saw the batteries stored under 
the camera lens, balancing the unit’s 
weight and making it easy to hold. 

Sharp’s team whittled the number of 
buttons needed to operate the ViewCam to 
a minimum. “Our principle is ‘simple is 
best’ as far as design is concerned,” says 
Sakashita. The guts of the camcorder can 
be as complicated as engineers require 
them to be, “but the man-machine inter- 
face has to be simple.” Grandparents and 
children confirmed that the ViewCam was 
easy to use; so, too, did the camcorder's 
core market — young parents. 

In a high form of flattery, Sony, the 
former leader of the video-camera market, 
unveiled its own LCD-screen camcorder in 
1993. To defend its turf, Sharp has continu- 
ally refined the ViewCam, unleashing two 
new models since its debut. The latest, 
model HL-3, is 30% smaller than the origi- 
nal, but sports a zoom lens that’s twice as 
powerful. 

Sharp is keeping an eye on the lucrative 
add-on market, too. When it’s not being 
used to record movies, consumers can turn 
their ViewCam into a mini TV with an op- 
tional tuner. And they can transmit still 
images to another ViewCam via a modem. 
Future models will incorporate technology 
that allows transmission of video to a re- 
mote site. 

Says Sakashita: “Like children, they are 
growing up to be very high-performance 
beings.” m Jonathan Friedland 
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Our first priority, were looking after the only part of your car we cant replace — you. 
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= When it comes to maintaining a car, spare parts and service are 
= almost inseparable. Although every Toyota is built to the highest 
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- standards of quality, some parts will require service or replacement 
over the years so that you can enjoy your 
car to the fullest. 
WE REALLY DO OUR PART. Making 
sure you get the exact part your car may 


need as quickly as possible is a 





considerable challenge. In order to serve you best, we keep track of 
approximately 10,000 genuine, high-quality Toyota parts for every model we 
make. That's where our advanced parts supply system comes in. When your 
local Toyota service facility needs a spare part, they can locate it quickly 
through our computerized communication 


system using satellite and underwater cable. 
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own needs, the more you can enjoy your car. 


Toyota. Our high standards are yours. 
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THE ASIAN MANAGEMENT AWARDS 
PURSUING LEADERSHIP 
AND EXCELLENCE IN ASIA 


" eaders are great learners," leadership gurus James M. Kouzes and Barry Z. 


Posner suggest, "and they regard mistakes as learning opportunities, not 
the end of the world. And this attitude is true not just for themselves, but 
also for their constituents." . 





In their most recent bestseller, Credibility, Kouzes and Posner say exhaustive surveys and inter- 
views identify three basic characteristics and attitudes critical to leadership across time, corporate, 
cultural, and international barriers: 


= |ntegrity — “When we asked people what behaviors best defined an honest person, the 
response, ‘admits mistakes’ was mentioned second only to ‘tells the truth'." 

= Competence — “If we are to enlist in another's cause, we must see the person as capable and 
effective... having a winning track record is the surest way to be considered competent." 

= Forward-looking and inspiring — “The abilities to challenge, inspire, act as a model, and 
encourage... must be demonstrated if leaders are to be seen as capable." 


The Asian Management Awards was conceived and developed to identify and communicate in- 
stances of excellent management practice in inspired organizations in Asia. The Awards is pre- 
sented by the Asian Institute of Management and the Far Eastern Economic Review in partnership 
with leading companies and organizations. Among them are our outstanding official hotels. 





Hong Kong Hilton Hyatt Regency Jakarta Hilton Shangri-la Hotel The Westin The Dusit Thani 
Singapore International Kuala Lumpur Philippine Plaza 


Hong Kong Hilton The 750-room Hongkong Hilton is centrally located close to 
shopping and sightseeing attractions. Extensive renovations in 1992 resulted in a 
new lobby, split-level shopping arcade, six executive floors and a handsome Business 
Centre. In addition, the hotel has its own 110-foot brigantine for spectacular harbour 
cruises. Hyatt Regency Singapore Located in the heart of Singapore's shopping and 
entertainment thoroughfare, the Hyatt and its 698 award-winning rooms and personalized 
service is just minutes away from the business district. Ideal for business and leisure, 
the hotel boasts nine restaurants and bars, 24-hour Business Centre, and a sophisticated 
fitness centre. Jakarta Hilton International A 32-acre complex with 1,103 rooms, 
9 restaurants, 6 bars and lounges, and a vast array of sporting and fitness facilities, 
the hotel can seat up to 1,000 guests in its banquet and meeting rooms. After a 
busy business day, guests can stroll the lush tropical gardens and experience an 
international ambience unique to Asia. Shangri-La Hotel Kuala Lumpur Strategically 
located in the hear of Kuala Lumpur's Golden Triangle lies the Shangri-La Kuala 
Lumpur with 720 spacious rooms and custom-designed suites. Facilities include nine 
dining and entertainment outlets, The Health Club, 24-hour Executive Business Centre 
and a pillarless Grand Ballroom. The Westin Philippine Plaza A unique combination 
of city hotel and business-resort, the hotel is located on a nine-acre site by historic 
Manila Bay. Its 670 guest rooms and suites each provide a personal balcony where 
guests enjoy Manila's renowned — and breathtaking — flaming sunsets. The Executive 
Floor offers special amenities for the weary business traveller and its lagoon-shaped 
swimming pool is a delightful wonder. The Dusit Thani is more than the leading, 
luxury Bangkok hotel — it is a landmark. Located in the downtown business and 
entertainment district — just across from the green oasis of Lumpini Park — the 
hotel provide luxury accommodation, a remarkable and delicious range of Asian and 
international cuisines and unforgettable Thai service. 
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Not So Fast 


Taiwanese investment in China slows as costs rise 








By Julian Baum in Taipei 


fter five years of hectic growth, Tai- 
A wanese investment in China ap- 

pears to be catching its breath. The 
reasons for the slowdown, however, are 
not the obvious ones. 

Investors claim their view of China's 
investment climate is little affected by the 
Taiwan Government's official policy to "go 
south" — that is, to divert their outflow of 
capital away from China towards South- 
east Asia. Neither has it been influenced 
very much by the mass murder of Taiwan- 
ese tourists on Qiandao Lake in March. 

"We're businessmen,” says Yang Yu- 
bao, a spokesman for President Enter- 
prises, one of Taiwan's biggest investors in 
China. “Qiandao Lake is a problem for 
tourism. Some say those people brought 
danger to themselves by showing off their 
wealth." 

Yet the tempo of President Enterprises' 
operations has slowed, Yang says. Presi- 
dent has stopped negotiations on a vegeta- 
ble-oil factory in Heilongjiang because fea- 
sibility studies showed local wage levels 
aren't high enough to support sales of the 
product. No other new food-processing 
factories are planned for this year, but 
President may open two more factories 
next year in Guangdong, one for poultry 
feed and one for instant noodles. 

“We're still talking about a lot of pro- 
posals, but the pace has slowed down since 
we first began," Yang adds. President has 
built eight plants in China and has total 
investments of US$100 million. 

Independent observers say Taiwanese 
investment — which stands at an esti- 
mated US$15 billion — is levelling off be- 
cause of the instability of China's economy 
as well as escalating land prices and higher 
labour costs. “Companies like President 
Enterprises have reached a level of invest- 
ment which is adequate to current market 
conditions,” says economist Yan Jiann-fa at 
the Institute for National Policy Research. 
Yan says these companies will be prepared 
to expand when China's economy stabi- 
lises. In the meantime, they're not making 
many new commitments. 

Dozens of listed companies received 
approval for mainland investments at their 
shareholders' meetings earlier this year, as 
required by Taiwan law. But analysts note 
that the scale of the individual proposals is 
noticeably smaller than Taiwanese invest- 
ments in Southeast Asia. That reflects con- 
tinuing uncertainty about political and eco- 
nomic conditions in China. Moreover, 
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other manufacturers say the approvals 
don't necessarily mean that projects will 
get off the ground. 

Not everyone has shrugged off the les- 
sons of Qiandao Lake, either. One promi- 
nent corporate leader, Wu Dong-sheng of 
Shin Kong Life Insurance Co., says the 
massacre showed China was too danger- 
ous; he plans to invest in Japan. Neither 
are companies wholly ignoring the south- 
ward investment push from the govern- 
ment. 

For instance, the development of a Tai- 
wanese industrial zone at Subic Bay in the 
Philippines is oversubscribed, with more 
than 100 companies promising to invest. 
Plans are now under way to double the 
original land area to accommodate more 


A Run for the Money 


China dominates Taiwan's 
overseas investments 
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investors. Vietnam continues to attract 
strong interest, with Taiwan ranked neck- 
and-neck with Hong Kong as the largest 
source of foreign capital. 

For the smaller companies that com- 
prise the majority of at least 12,000 Taiwan- 
ese investors in China, some recent policy 
changes by Beijing have had a discourag- 
ing effect. Companies that depend on Chi- 
nese banks for financing are especially vul- 
nerable, as they must conform to more- 
stringent rules for foreign investors set 
down by the central government. 

“Taiwanese businessmen are generally 
getting more cautious,” says Huang Ying- 
feng, president of Pu Jing Construction 
Development, a Taipei-based engineering 
design company with offices in Shanghai. 
Huang says the major factors affecting 
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cross-investment this year have been new 
tax rules for foreign investors put into 
effect in January and the elimination of the 
right to import annually a car or other large 
luxury item without paying duty. 

These changes have come against the 
backdrop of a gradual withdrawal of spe- 
cial privileges for Taiwanese. 

"The Qiandao Lake incident was a good 
excuse for investors to turn down pro- 
posed projects with local partners that they 
felt were not sound," says Huang, "but it 
isn't the real reason for their decision." 
Huang adds that Taiwanese are losing 
privileges they enjoyed a few years ago 
that were designed to help draw together 
the two sides of the Taiwan Strait. "Other 
countries are now asking for equal treat- 
ment with investors from Hong Kong and 
Taiwan," says Huang. 

One reason for the convergence of in- 
centives offered to foreigners and Taiwan- 
ese is China's pending application to join 
Gatt, according to a recent government re- 
port. Under Gatt rules, members should 
receive equal treatment. Foreign companies 
are already asking for equality in their ne- 
gotiations, say observers. 

Despite the Beijing government's pub- 
lic position, there will continue to be infor- 
mal incentives for Taiwanese "compatri- 
ots,” some analysts say. What's more, 
China already follows a two-track policy. 
"Special privileges for Taiwanese are get- 
ting fewer, but they are using other infor- 
mal methods to win over our investors," 
says economist Yan. 

These include a variety of inducements 
such as privileged relationships with gov- 
ernment agencies, education for the child- 
ren of Taiwanese businessmen, and free 
membership in local clubs. 

Some investors say, however, that the 
major problem for them is not lack of in- 
centives but the absence of any formal pro- 
tection from Chinese authorities. "The ab- 
solutely biggest worry for Taiwanese 
businessmen is that they have no one back- 
ing them up in negotiations," says one Tai- 
pei investor with several companies regis- 
tered in China. "Unlike other countries, we 
have no formal investment-protection 
agreement and no clear standing, so we 
are more vulnerable than the Japanese or 
Americans and have to bribe so many peo- 
ple to do business." 

Although Taiwanese investors are well- 
known for turning their backs on politics 
and making pragmatic decisions, they also 
say they are exposed to the uncertainties of 
cross-strait relations. China continues to 
assert its sovereign claim over Taiwan and 
ultimately expects to integrate the island 
with the mainland. 

"How can we separate political and eco- 
nomic factors?," asks Huang of Pu Jing 
Construction. "Whether the pace of invest- 
ment is slow or fast, it will be determined 
by politics." * 
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PROJECTS 


Make a List 





Manila focuses on multiple mega-plans 


By Rigoberto Tiglao in Manila 


F 


orget "Philippines 2000!!!" President 
Fidel Ramos' mawkish battle-cry, 
aimed at turning the country into an 
Asian tiger under his watch. Forget, too, 
his “people empowerment" motto. 

The slogans of the two-year-old admin- 
istration have given way to new buzz- 
words that officials insist pay more than 
lip-service to improving the country's 
economy. Quietly emerging as the govern- 
ment's priority is a "Flagship Programme" 
comprising 32 ventures to rebuild Philip- 
pine infrastructure and industry. 

Ramos explained in a recent speech that 
the programme is "a new system" under 
which the government's resources would 








Railways: being rehabilitated. 


be devoted “primarily to programmes and 
projects that will have the most favourable 
impact on the economy." Although that 
may sound like another morale-booster, 
programme head Emilio Osmena says the 
government has the will and the means to 
move the projects forward. 

"With this Flagship Programme, you 
can no longer criticise the Ramos adminis- 
tration for not having a focus," he says, 
referring to criticism that "Philippines 
2000!!!” and other feel-good slogans have 
been too vague. 

Driving the new effort is a Presidential 
Committee on Flagship Programmes and 
Projects, which was organised in January 
to oversee the ambitious building effort. 
Because it consists of the heads of seven 
government departments, including the 
National Economic and Development Au- 
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thority, Osmena contends that the commit- 
tee has the clout to get things done. 

The group meets every Friday and 
functions as a “super-body” to pressure the 
bureaucracy to move projects along. It is 
also a trouble-shooter, able to overcome 
obstacles a particular venture might face, 
says Osmena. For example, the committee 
urged hesitant local officials to clear squat- 
ters who were preventing construction of 
the Batangas Port project south of Manila, 
says an administration official. 

Ramos himself has intervened to help 
budge stalled projects. He explained in an 
earlier interview: “When I was told the C- 
5 [road around Manila] couldn’t proceed 
since it would be running smack into gen- 
erals’ residences, I immediately ordered 
the military to clear the area affected.” 

Says Osmena: “With heads of the de- 
partments in the committee, we manage to 
cut red-tape quickly. Still no counterpart 
government funds for a project? The 
budget secretary [also a committee mem- 
ber] is swiftly told that the project is a flag- 
ship project, and he has no excuse for not 
releasing the funds.” 

In some cases, however, even Ramos’ 
commitment and the committee’s fire- 
power may not guarantee projects get com- 
pleted on time. One — a light-rail system 
in Manila — is floundering; its American 
backers are concerned that the government 
might not win a pending Supreme Court 
suit charging that the bidding procedure 
for the project was flawed. 

In addition to the railway, the pro- 
gramme consists of such varied ventures 
as a new international airport for Manila, 
expressways in and around the capital, and 
an airport and seaport in Davao City on 
the southern island of Mindanao. Also on 
the list are two major tourism centres (one 
in Bohol, in the central Philippines, the 
other near Davao City), a petrochemical 
complex in Bataan province and an inte- 
grated steel mill on Mindanao. The com- 
plete list of 32 ventures encompasses 82 
separate projects. Of these, 49 are under 
construction. 

Osmena, who was Ramos’ unsuccessful 
running mate in the 1992 presidential polls, 
has an impressive record of tapping the 
private sector to work with the govern- 
ment on mega-projects. A former property 
developer who was governor of Cebu 
province until 1992, he is considered the 
architect of the economic boom that Cebu 
City, the country’s second-largest city, has 
enjoyed in recent years. Osmena raised 
funds for infrastructure through financial 
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innovations such as leasing provincial gov- 
ernment land and issuing the country’s 
first municipal bonds. 

Not surprisingly, private funds are 
playing a pivotal role in the flagship pro- 
gramme. “In this programme, the viability 
of the projects will be assured by the fact 
that most of them will primarily be under- 
taken by the private sector, and will not 
rely on government funds,” Osmena says. 

Indeed, of the total P214 billion (US$8 
billion) estimated cost of the projects, P127 
billion, or 59%, is expected to come from 
the private sector, primarily through build- 
operate-transfer (BOT) arrangements. 
Loans, mainly from the Japanese Overseas 
Economic Cooperation Fund, the World 
Bank, the Asian Development Bank, and 
the United States Agency for International 
Development will provide another P51 bil- 
lion. The government will chip in the rest. 

Private-sector funds are already flow- 
ing. U.S.-based CS First Boston signed an 
agreement with steel maker Grupo F. 
Jacinto on June 28 to finance the integrated 
steel project. And tycoon John Gokong- 
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wei's J. G. Summit, in a joint venture with 
Japan's Marubeni Corp., will build the P4.5 
billion petrochemical complex. 

Benpres and First Philippine Holdings, 
two companies controlled by energy and 
media mogul Eugenio Lopez, will build the 
P7.7 billion expressway linking Manila to 
the Clark and Subic Bay free ports. Indone- 
sian firm Citra Lamtoro Gung Persada is 
concluding negotiations to build (and 
mostly finance) the first P10.4 billion phase 
of the Metro Manila elevated tollway. 

BOT financing has previously been used 
to effect in resolving the Philippine power 
crisis. In 1990, the legislature passed a BOT 
law that eased stringent rules on private- 
sector contracts with government. The tim- 
ing was perfect: Gordon Wu's Hong Kong- 
based Hopewell Holdings had shown BOT 
projects to be workable — and profitable 
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— in power projects in China. Under sub- 
sequent agreements with Manila, Hope- 
well built three 70-megawatt power plants 
to help alleviate the city's crippling elec- 
tricity shortages. A string of similar energy- 
related agreements by Hopewell and oth- 
ers followed. 

Indeed, nearly all the power plants built 
in the Philippines during the past two 


years were completed under BOT arrange- | 


ments. Including those still being built, 
there are 18 such projects, together costing 


P66 billion — more than twice the govern- | 


ment's infrastructure budget. Hopewell it- 
self has built two other small plants and 
recently started construction of a 1,000- 
megawatt facility, the biggest such project 
in the country 

The success of these projects has helped 
make BOT schemes the preferred model for 
the country's infrastructure programme. 
"Some people say that a private-run infra- 
structure is more expensive, as the cost to 
the public includes profits," Osmena says. 
“I say it's cheaper. Costs of infrastructure 
funded by foreign donor countries get 
bloated because of their consultants. For 
budget-funded infrastructure, there are tre- 
mendous leakages because of corruption." 

In another sign of support for the ar- 
rangements, the legislature on May 5 
passed a bill to amend the 1990 act and 
further ease private-sector financing regu- 


lations. The law allows nearly all types of | 


infrastructure, from community markets to 
highways, to be built with BOT financing. It 
also permits variations, such as build-own- 
operate, a process that doesn't require the 
private operator eventually to turn over the 
project to the government; and build-trans- 
fer-operate. 

Another characteristic of the flagship 
programme — its focus — appears to have 
evolved from Ramos' grappling with the 
power crisis during his first two years in 
office. "The way his government solved the 
power crisis, by focusing on it and throw- 
ing all the needed resources into it," leads 
the president to think the economy will 
grow if officials concentrate on “particular, 
identified projects,” says Manuel Gaite, 
executive director of the programme. 
"That's why it was in the December cabi- 
net workshop, when he was convinced that 
the power crisis was finally solved, that 
they came out with this set of flagship 
projects." 

Perhaps more importantly, says an offi- 
cial at the presidential Malacanang palace, 
the flagship programme "perfectly jibes 
with Ramos' personality." 

"With his military, and even civil-engi- 
neering, background, Ramos isn't really 
into concepts or the vision thing,” the offi- 
cial notes. "What he's comfortable with is 
making sure that this particular road or 
bridge is built, this factory set up; specific 
projects like those flagship projects, he can 
put a handle on." a 
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Thai 
Option 


Israel finds alternative to 
Palestinian workers 


By Yaroslav Trofimov i in Bnei Atarot, Israel 











vision of hardy Jewish pioneers | 


working the land has always been 
part of the Israeli ethos. In recent 
years, though, the pioneers have frequently 
relied on Palestinian day-labourers to 
gather the harvest. Now Israeli farmers are 
turning farther afield for farm-hands. 
Visit the vineyards at Bnei Atarot out- 
side Tel Aviv, and you may be greeted by 
a man saying sawadee kap (welcome) in his 
native Thai and pressing his palms to- 
gether in the Hindu-Buddhist manner. 
Israel has flown in about 5,000 workers 
from Thailand since April, when, breaking 





Thai workers: aiad by Israel. 


with tradition, the government authorised 
18,200 work permits for foreign labourers. 
They will replace Palestinians from the 
West Bank and Gaza Strip whose future 
employment in Israeli fields is now in 
doubt. (The government's move followed 
a car-bomb attack that prompted a ban on 
Palestinian workers entering Israel. After 
some initial easing, it was reimposed on 
July 17 following further violence.) 

Israeli farmers view the Thai workers 
as a twin insurance policy: they relieve Is- 
rael's labour shortage and reduce the risks 
of violence arising from Israeli-Palestinian 
tensions. Arab workers have killed four 
farmers in Israel in the last year. 

"With the Thais, there is no such prob- 
lem," says Liora Fein-Hiller, who oversees 
the guest worker scheme for Israel's 
moshavs, or farm cooperatives. “Their repu- 
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BUSINESS 





tation is so glowing that all the farmers in 
Israel want Thai employees." 

The Bnei Atarot cooperative, for one, 
used to employ 200 West Bank Palestin- 
ians. Now, just 40 Palestinians pick grapes, 
apples and peaches here, joined by 20 
Thais. Despite the language barrier, says 
Bnei Atarot resident Noam Olsha, “we 
want the government to allow us to bring 
in more Thais." 

Most of the foreign labourers are con- 
struction workers from Eastern Europe and 
Turkey. But among farm workers, the 
overwhelming majority come from Thai- 
land. And other Asian nations appear 
eager to gain entry. During a visit to Israel 


in June, Philippine Foreign Minister Rob- | 


erto Romulo tried to secure a quota for Fili- 


pinos. Tel Aviv declined, saying private | 


employers decide who to hire. An esti- 
mated 2,500 Filipinos already work in Is- 
rael, mostly as domestic helpers. 

The number of Eastern European and 
Thai workers pales compared to the Pales- 
tinian labour force, which reached 120,000 
workers a day in 1993. But to the fury of 
Palestinian leaders, Israel has steadily cut 


Arab work permits. The Gaza Strip, home | 


to 1 million people, suffers from 4575 un- 


employment. Palestinian economists be- | 


lieve the peace agreement between Israel 
and the Palestine Liberation Organisation 
(PLO) may collapse unless Palestinians are 
allowed to work in Israel. 

Shahr Saed, secretary-general of the PLO- 
affiliated Palestinian Federation of Trade 
Unions, says: "We have requested the In- 
ternational Federation of Free Trade Un- 


ions to intervene with Thai and other au- . 


thorities to stop sending these people here." 

So far, the Thais have shrugged off any 
controversy. Kasem Sortha, a 33-year-old 
who formerly worked on construction sites 
in Saudi Arabia, says: "The salary here and 


me better." 
Granted non-renewable two-year visas, 
the Thais receive the Israeli minimum 


wage of US$500 a month — most of which | 


they remit to their families in Thailand. 
They also get free housing, unlimited sup- 
plies of rice and the occasional sightseeing 
trip, says supervisor Fein-Hiller. Judging 
from a recent general meeting at Bnei 


Atarot, the Thais’ main complaint is that | 


they aren't permitted to work seven days a 
week and make even more money. 


Despite attempts to prevent foreign | 


workers staying in Israel beyond their con- 
tracts, several Thais express a desire to set- 
tle in the country permanently — legally, 
or by joining the estimated 40,000 illegal 


Israel's relatively high standard of living. 


Admits Pinan Chiangkhua, aged 28, a | 


worker at Bnei Atarot: “I like it here. TIl 
stay two or three years, visit my family in 
Thailand, and then come back again — 
bringing them all with me.” ^ 





TRADE 


America Calling 


U.S. plans big sales push in China next month 





By Carl Goldstein in Hong Kong 


ou've heard of Japan Inc. Now get 
Y ready for the American version. At 

least that's the message from Jeffrey 
Garten, the United States undersecretary of 
commerce, as he prepares the ground in 
Hong Kong and China for a major trade 
mission next month by his boss, Ron 
Brown. 

Brown will bring 25 American chief exe- 
cutives on his "presidential mission" — the 
group gets to fly in the president's jet — to 
the region. The high-profile trip follows 
similar jaunts to Latin America, Russia and 
South Africa. All are designed to show that 
the business of America is business and 
that the Clinton administra- 
tion will do what it takes to 
win sales for U.S. compa- 
nies abroad. 

"We're adopting a more 
aggressive strategy to help 
U.S. firms win contracts 
around the world, where 
the competition has a lot of 
government support," 
Garten said in an interview 
during a visit to Hong 
Kong. 

Key to that strategy is 
Garten's vow that the U.S. 
will match concessionary 
financing offered by its ri- 
vals. In the past, Washington would refuse 





| to go below international financing guide- 
in Jeddah is the same, but [the Israelis] treat. 


lines. No more. 
“We don't want to get into a subsidies 


| war, because we recognise that nobody 


wins, but we're not going to be shy about 
responding," says the former Lehman 
Brothers investment banker. Garten con- 
tends that some European governments 
and Japan had offered China and other 


countries excessively soft financing rates to 


win contracts. 

Despite international agreements aimed 
at reducing the amount of so-called tied 
aid — in which governments offer aid in 
return for purchases of their firms' goods 
or services — the U.S. reckons this sort of 
soft financing totals about US$6 billion an- 
nually. In the last year, the U.S. Export- 


| Import Bank has stepped in with cheap 
aliens, including Asians, who already covet | 


financing to counter tied-aid offers from 
other governments. 

On July 14, the Ex-Im Bank authorised 
financing for the US$210 million sale of two 
commercial jets to Hong Kong-based Ca- 
thay Pacific Airways. The bank aims to 
promote the sale of U.S. firms' wares by 
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Garten: selling U.S. Inc. 


guaranteeing loans provided by American 
commercial banks. In this fashion, the bank 
assisted in financing US$17 billion in U.S. 
exports in the year to September 1993. 

The Clinton administration also in- 
cluded US$150 million in its budget for the 
fiscal year beginning in October for a Capi- 
tal Projects Aid Fund to counter foreign 
governments' tied-aid offers. 

China, which plans to spend hundreds 
of billions of dollars on infrastructure de- 
velopment, has become a hotly contested 
market. And the Chinese are skilled 
negotiators when it comes to getting the 
best deal on both financing and technol- 
ogy. Like their European and Japanese 
counterparts, U.S. firms are targeting the 
energy, telecommunica- 
tions and transport sectors 
in China as promising par- 
ticularly attractive busi- 
ness opportunities. 

The Clinton administra- 
tion wants to do all it can to 
help U.S. firms get a sizable 
piece of the action. To that 
end, it declared a so-called 
National Export Strategy, 
which targets 10 big devel- 
oping markets for major 
growth in American ex- 
ports. Asian markets in- 
clude China, South Korea, 
Indonesia and India. 

Governmental trade finance has caused 
much recrimination among the govern- 
ments of the U.S., the European Union and 
Japan. The last attempt to lay the issue to 
rest came in 1992, when the OECD prohib- 
ited its members from extending trade 
credits to all but the poorest nations. 

Not surprisingly, other governments 
disagree with the U.S. propensity for blam- 
ing the problem on others. Philippe Favre, 
the French trade commissioner in Hong 
Kong, says the U.S. itself has been among 
the worst violators of these rules through 
wheat sales and Ex-Im Bank financing of 
aircraft sales. 

France, for its part, recently signed a 
protocol with China under which Paris will 
extend US$109 million of trade credits to 
Beijing in the next 12 months. 

“Overall, the situation [with concession- 
ary trade finance] is much better than it 
used to be,” Favre says. “The amount of 
money that European countries have to al- 
lot for this purpose has been limited by 
budgetary pressures, and that is healthy.” 
Germany and Japan are the largest provid- 
ers of export credits. w 
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THAILAND 
Chain Gang 


Dhanin Chiaravanont, 
chairman of the Charoen 
Pokphand group, said it 
expects to reach a joint-venture 
agreement soon with 
American retail giant Wal- 
Mart to open a chain of 
discount stores in China. 
Charoen Pokphand has been 
expanding its involvement in 
retailing in Thailand, where it 
holds the licence for 7-Eleven 
convenience stores and is 
launching a new chain called 
Lotus. 


JAPAN 
Discounts Win in Court 


In a landmark decision, the 
Tokyo District Court ruled on 
July 18 that a subsidiary of 
consumer-goods company Kao 
Corp. violated anti-monopoly 
laws when it cut off a retailer 
that sold Kao cosmetics at 
discount prices. The court 
ruled that Kao had ended 
shipments to Sendai-based 
Egawa Kikaku in an attempt 
to maintain prices, and 
ordered the company to 
resume trade. Kao is appealing 
the decision. 


INDIA 

Whirlpool Buys Control 
America's Whirlpool Corp. is 
investing US$100 million to 
acquire a controlling interest in 
Kelvinator of India, the 
country's largest maker of 
refrigerators. Most of the 
purchase price will be invested 
as equity, to fund planned 
plant and product-line 
expansion. 


CHINA 
Money Measures 


In an attempt to control its 
money supply, Beijing plans to 
issue more than 200 million 
credit cards by 2000, 50 times 
the number now in use, the 
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Bangkok convenience stores: new chain on the way. 


official China Daily reported. 
But the limited discretionary 
income of most Chinese will 
make it hard for banks to sell 
the cards, the paper said. 
Credit-card transactions 
totalled more than Rmb 200 
billion (US$23 billion) in 1993. 


Reports Required 


The China Securities 
Regulation Commission (CSRC) 
said companies that fail to file 
annual reports face fines and 
suspensions of their stock- 
issuing privileges. A 
spokesman for the CSRC said 
only 75 of 169 reports for fiscal 
1993 met its standards, and 14 
companies failed to file at all. 
Some reports contained 
incomplete or deceptive 
figures or failed to explain 
poor company performance, 
he added. 


MALAYSIA 
Loans All Around 


Kuala Lumpur obtained its 
largest loan for a single project 
under Japan's Official 
Development Assistance 
programme. The ¥61.5 billion 
(US$627 million) credit will 
finance a passenger terminal 
and other projects at the new 
Kuala Lumpur International 
Airport in Sepang, to be 
completed by 1998. Separately, 
businessman Tajudin Ramli 
received the biggest loan ever 
granted to an individual, from 
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a group of five domestic 
banks. The M$1.8 billion 
(US$690 million) loan will 
finance his takeover of 
Malaysia Airlines. 


SOUTH KOREA 
China Trade Rises 


South Korea's merchandise 
trade with China will rise 44% 
to USS13 billion by year's end, 
the private Korea Foreign 
Trade Association forecast. 
Exports (mainly electronics, 
petrochemicals and textiles) 
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North 
America 
32.1 


Asia 13.5 
Europe 33.9 
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are expected to surge more 
than 50% to US$7.8 billion as 
exporters take advantage of 
the high yen, which gives 
South Korean goods a price 
advantage. Imports are 
forecast to rise 3896 to US$5.4 
billion. 


PHILIPPINES 
Reserve Ratio Lowered 


The central bank reduced bank 
reserve requirements by three 
percentage points to 17% of 
their deposit liabilities. The 
move, effective on August 15, 
is a bid to lower interest rates. 


Korea Telecom Stake 


Korea Telecom will pay P400 
million (US$15.3 million) for 
20% of Republic 
Telecommunications Holdings, 
whose subsidiaries are 
involved in telecoms services 
in the Philippines. 


SINGAPORE 
Cable Crossing 


Continental Cablevision, 
America's third-largest cable- 
TV operator, became a 
shareholder in Singapore 
CableVision. The Boston-based 
firm said it and partners 
Singapore International Media, 
Singapore Press Holdings and 
Singapore Technologies plan 
to invest US$325 million to 
install optical-fibre and coaxial 
cable in 720,000 households, 
businesses and institutions, 
forming the backbone of 
Singapore's information 
highway. 


BANGLADESH 
Banks Pledge Funds 


Bank heads agreed to invest 
Taka 31 billion (US$775 
million) in new private-sector 
industrial projects for the year 
to June 30, 1995, a 33% 
increase over the year just 
ended. Only about Taka 8 
billion was actually disbursed 
during fiscal 1994. 
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Stockmarkets 





= a a Regional markets rally = = = Taipei soars to a four-year high = = = Hong Kong gains 
6% mu ua Tokyo advances = = a Manila surges 5% === Sydney, Wellington recoup to top 
2,000 = = = Only Seoul loses ground in week ended on July 19 = = = 
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US$5.64b (Mar) 
US$5.78b 


-US$1.78b (Feb-Apr) 
-US$1.89b 
-US$1.57b 


US$2.92b 
-5.4 
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Interest Rates (%) 


Prime 
July 18 
Australia 9.50 4.9375 
Britain 5.25 5.125 
Hong Kong 725 4.375 
Indonesia 18.00 13.25 
Japan *440 

**3.00 2.125 
Malaysia 6.85 4.50 


New Zealand 9.50 7.06 


Philippines 18.00 13.625 
Singapore 5.25 3.1875 
South Korea ++12.10 — 
Taiwan 7.625 — 
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U.S. 7.25 4.50 
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tOffered rate Source: Telerate and Review Data 


83 









. HONG KONG 
Alarm Bells 


ast year, nothing could go wrong for 

Applied International Holdings. The 
once-obscure Hong Kong consumer-elec- 
tronics and toy manufacturer created a vi- 
brant new identity through its direct-sales 
network in the United States for home 
alarms and personal-security products. 

Sales for the year to June 1993 tripled to 
HK$997.6 million (U5$129 million) and net 
profit jumped 26-fold to HK$161.5 million, 
underpinning the magical performance of 
Applied shares. They started 1993 at 68 HK 
cents and soared to HK$620 in May. By 
October, the share price was steady at 
HK34.88. 

Thats when Morgan Stanley crowned 
Applied the hottest counter on earth, based 
on the investment bank's index of 2,500 
stocks worldwide. Capitalising on its ac- 
claim, Applied sold US$75 million in con- 
vertible bonds to fund the global expan- 
sion of its marketing subsidiary, Quorum 
International. Despite some further settling, 
Applied shares still closed six times higher 
for the full 12 months of 1993. 

Then midnight struck on this Cinderella 
story. Although interim results in March 
showed net profits up 60% on a 137% in- 
crease in sales, that didn't meet investors' 
hopes. Applied's share price plummeted 
faster than the sinking market, ciosing at 
HK$1.35 on July 19 — its low for the year. 

The real nadir came a day earlier when 
the shares were suspended briefly after a 
bizarre succession of company statements 
about Applied's performance for the year 
to June 1994. On July 12, apparently re- 
sponding to Chinese-language press re- 
ports in Hong Kong, Chairman Raymond 
Hung said preliminary figures indicated 


.-Applied's earnings would fall from 1993. 
^. ;. The main factor appeared to be that Quo- 
^; rum's annual sales — which contributed 





82% of turnover and 72% of profit to Ap- 
-. plied in 1993 — had declined 25%. Within 
two days of this announcement, Applied's 
shares fell 16% to close at HK$1.39. 
On July 18, Hung issued a clarification. 
He said that Quorum sales for 1994 had, in 
fact, increased about 36% from the previous 
year. The 25% decline in sales that he re- 
ported in his July 12 statement should have 
referred to second-half sales compared 
with first-half sales — an unusual compari- 


d --.son. Applied said the error resulted from 
. an "oversight." Its clarification did not of- 
-fer a revised earnings estimate for the lat- 


est financial year. Analysts say profits will 


2 grow, though modestly. 
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So, what went wrong for Applied? The 
July 12 corporate statement laid out the 
company's story: Arizona-based Quorum 
spent heavily on expansion in anticipation 
of greater sales. But the sales growth did 
not materialise and margins shrank to 2*6 
from 12%. New competition from manu- 
facturers "copying [Quorum's] security 
products" also dented earnings, according 
to the statement. The company acknow- 
ledged heavy expenditure for Quorum’s ex- 
pansion into the Netherlands, Belgium and 
France during the last year, and in building 
a satellite network linking its hundreds of 
thousands of U.S. distributors. Applied says 
it has taken measures to address these is- 
sues and its directors are confident the 
group is “now on a sound footing." 

Analysts are less sanguine, noting that 
Applied's problems go beyond its rapid ex- 
pansion. The company can't expect the 
same rapid growth because of new com- 
petitors and because its core products have 





long life cycles and thus don't need to be 
replaced often. Now the company is under 
immense pressure to generate new Quo- 
rum products. Applied has diversified into 
home-entertainment products, marketing a 
voice-activated remote control for video- 
cassette recorders, but it's not clear how 
long it can keep up a successful creative 
streak. Analysts note that even internally, 
Applied is lowering its sights for future 
growth. 

The company has its work cut out for it 
with the financial community. When Ap- 
plied issued its seven-year convertible 
bonds last November, mainly to European 
investors, the conversion price of HK$5.55 
represented only a 13.4% premium. Today, 
that premium is closer to 300%, calling for 
another Cinderella performance by Ap- 
plied. 8 Jonathan Karp 
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BANGKOK 
Balance Due 


hai brokerage firms seldom turn their 

eyes overseas, but that’s what First 
Asia Securities (FAS) is doing by paying 
US$30 million for 30% of Thai-owned, 
Hong Kong-based Asia Equity Holdings. 

Asia Equity, which earned U5$4.5 mil- 
lion in 1993, has brokerage offices in Thai- 
land, Hong Kong, the Philippines, Malay- 
sia and Indonesia. It has a sales office in 
London and expects to have one in New 
York shortly. “Asia Equity will be the first 
Thai brokerage to have direct control over 
its own sales force in London,” says a Thai 
banker. “Over time that will become quite 
an advantage.” 

One would hope so. FAS, a fast-growing 
Thai financial conglomerate, is paying a 
steep price for the brokerage, reflecting the 
record profits securities firms enjoyed in 
last year’s bull market. 

Strategically, the party that benefits 
most from this deal would seem to be 
Finance One, which in 1993 was Thailand’s 
most profitable finance company by a fac- 
tor of three. Finance One effectively con- 
trols both FAS and Asia Equity. 

More immediately, the main benefici- 
ary appears to be Asia Equity's manage- 
ment team. Finance One and Bank of Asia 
— a medium-sized Thai bank that also 
owns 45% of Asia Equity — bought Asia 
Equity from Hong Kong-based First Pacific 
Securities about five years ago. As part of 
that deal, Asia Equity's management re- 
ceived options to buy up to 30% of the 
firm, an inducement to stay put. 

Management is now exercising those 
options, paying 12 U.S. cents a share, and 
effectively selling them to FAS for 47 cents. 
Instead of cash, however, they're receiv- 
ing FAS convertible debentures redeemable 
in three years. The strike price is report- 
edly Baht 250 (US$10). FAS closed on July 
19 at Baht 230. 

Asia Equity's managers are clearly get- 
ting a good deal, but what about FAS's mi- 
nority shareholders? The price FAS is pay- 
ing for Asia Equity shares assumes 1994 
net income of US$8 million — a 79% in- 
crease from 1993 — and à price-earnings 
ratio of 12. 

One analyst describes that projection as 
“a joke," noting that Bangkok trading vol- 
ume was way down in the first half. An- 
other, while agreeing that FAS is overpay- 
ing for Asia Equity, says the premium is 
necessary to ensure that Asia Equity's man- 
agement team doesn't jump ship. 

a Adam Schwarz 
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General Manager of Asia-Pacific 
Research and Information 


1 McKinsey & Company, a leading international management 


< consulting firm, is seeking an outstanding professional to lead 
: our team of research and information (R&J) professionals in the 
Asia-Pacific region. The General Manager will work closely with 
our offices in Bombay, Delhi, Hong Kong, Melbourne, Osaka, 
Seoul, Shanghai, Sydney, Taipei, and Tokyo, as well as the 
group responsible for the ASEAN region. The position will be 
based initially in Hong Kong or an ASEAN country, but will call 
for extensive travel throughout the entire Asia-Pacific region. 


As General Manager of Asia-Pacific R&I you will be 
expected to: 


q Develop the current team of research and information pro- 
fessionals. Creativity, initiative, team work and responsive- 
ness will be essential. 


{ Lead regional initiatives, with others, to strengthen our re- 
search and information capabilities. Specific initiatives will 
include: working with regional offices to identify and hire 
research and information professionals, developing regional 
training programs and personnel evaluation systems for 
R&l professionals, and developing an innovative "state of 
the art" R&I systems infrastructure. 


T Command respect as a source of expert advice on R&l tech- 
niques and tools for the region. Specific activities will include: 
working with regional offices to develop networks of con- 
tacts and information providers, counseling regional offices 
on research and information techniques, and leading the 
development of regional research tools. 


To qualify for the position you will have: 


4 An advanced degree in business administration, business 
economics, engineering, international business or related 
areas. Your formal education should have a clear emphasis 
on quantitative analysis, applied economics and business- 
related subjects. 


q At least four years experience as a research professional 
(preferably as manager or team leader), ideally with a strong 
Asia-Pacific orientation. Particular knowledge and experi- 
ence with respect to China would be helpful. Experience 
in a fast-paced, multi-location, business environment will 
be preferred. 


3f Full command of English and one or more Asian lanquage(s) 
(preferably Mandarin Chinese), along with excellent writing 
skills. 


{ Strong capability in working with others in the collection, 
synthesis and analysis of business-related data and informa- 
tion, 

Interested candidates should submit a cover letter and a detailed 
resume to the attention of Kathryn Focht, International Recruit- 
ing Manager, McKinsey & Company, 485 Madison Avenue, 
New York, New York 10022, U.S.A. Closing date: September 
1, 1994. No phone calls or faxes please. All applications will be 
treated in strict confidentiality. 


McKinsey & Company, Inc. 


An Equal Opportunity Employer 
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Publications — 


What Do 


Japanese 
Consumers 


Want? 


ind out with this reprint 

from the 1982 and 1993 

issues of the newsletter 
Market:Asia Pacific. Includes 
population projections by age 
and sex to the year 2000, pro- 
files of consumers in Japan, 
consumer attitudes, informa- 
tion on retailing, what the 
Japanese are buying, how they 
spend their free time, plus 
sources, 
61 pages 

(includes shipping aud handling) 
| Order Consumers ín Japan, | 
| from W-Two Publications, Dept. | 
| C, 202 The Commons, Ste. 401, 
| Ithaca, NY 14850 USA. Fisa/MC/. | 
| AmEx, Telephone (607) 277. | 
: 0834: fax (607) 271-0035. 


Catalog of publications available, 





FUTURE IN CANADA 


rte erent 


Invest min. C$100,000 in 


Can, Oil & Gas Funds. With 
min. of $250,000 combine 


with a Canadian visa. 


CANADIAN ACCESS CORP, 
FAX it: (CANADA) 
403-266-6100 
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Financial Services | 





Z OFFSHORE % rcs 
COMPANIES 


Full Nominee Management, Accourtting — 
and Admin services available sb ^ 
reasonable cost with no hidden extras... © 
Ready made Companies available. — 
BAHAMAS $500 
€ B.V. ISLANDS $500 
© DELAWARE $295 
@ GIBRALTAR £250 
€ HONG KONG $350 
: ISLE OF MAN £250 
e 
e 
e 
e 





MADEIRA $2250 
MAURITIUS $500 
PANAMA $500 
S. IRELAND £225 
W. SAMOA $500 
Other jurisdictions and offshore trusts available 
on request. 
ALL CREDIT CARDS ACCEPTED 
For immediate service and free 60-page 
full colour brochure Contact 
COLIN FORSTER cr 
Overseas Company Registrat 
Companies House, Ramsey, 
isle of Man, IM99 4AN 
Tel+44 624 815544 Fax: +44 624 815548 
PETER SIDNEY Esq 
72 New Bond Street, London W1Y 9DD 
Tel: 44471 358 1096 Fax: 444 71495 3017 


DIANA BEAN 
24 Rafftes Place, 26-04 Clifford Centre 


Singapore 0104 

Tel: 465 535 3382 Fax: «65 545 3991 
ANDERS WADMAN, Solicitor 
2402 Bank of America Tower, 

12 Harcourt Road, Central, Hong Kong, 
Tel +852 522 0172 Fax: «852 521 1190 
KEVIN MIRECKI Attorney at Law 
3501 Jamboree Road, Suite 2100, 
Newport Beach, CA 92660, U,S.A, 
Te «1714 854 33544. Fax: 41 714 854 6967 
SUZANNE GUJADHUR, Barrister 
Les Cascades Building, 5th Floor, 
Edith Cavell Street, Port Louis, Rep. of Mauritius 

Tet: «4230 212 9800. Fax: 4230 212 9833 
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DEGREE COURSES 


Take a Masters degree in Business 
Administration (MBA) entirely at home 
anywhere inthe world. Also Bachelor's, 
Master's and Doctorate programmes 
in Computer Science, Economics, Edu- 
cation, Engineering. International Law, 
Languages, Sciences, etc. 
Knightsbridge University, Dept. 
FERS, Stefansgade 22, Copenhagen 
2200, Denmark. fax: +45 31 81 58 14 
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PROFILE 


Wang Deshun 
China 








A Self-Sculpted Man 





China's first living nude sculpture breaks the cultural 
authorities' mould 





By Kari Huus 


earing only a coat of bronze paint 
W* a makeshift fig leaf, Wang 

Deshun artfully posed next to the 
life-sized lookalikes of Rodin sculptures. 
Motionless for up to 20 minutes, Wang cre- 
ated a grand illusion, prompting students 
at Beijing’s Institute of Nationalities to stop 
and gape. "They thought I was bronze,” 
Wang chuckles, tossing his ponytail. “They 
were really shocked when I moved.” 

Pantomime artist Wang relishes break- 
ing new ground. Ten years ago, he was 
told he was 10 years ahead of his time. 
Time’s up, and still he’s the only player in 
his field. “I think my behaviour is 100 years 
ahead of its time. As a result, people have 
a hard time accepting it.” 

Wang credits his 23-year-old daughter 
Qiu Qiu for his latest inspiration. At a 
showing of Rodin masterpieces in Beijing 
last summer, she saw a reflection of her 
father’s flamboyant style. “I think they all 
look like you!” she reported. The 56-year- 
old Wang agreed, seeing himself in the 
French sculptor’s works. Why not become 
one with the statues, he thought, by as- 
suming complementary stances? 

Wang enlisted an art-academy teacher 
to create life-sized copies of Rodin’s works. 
His wife, actress and director Zhao Aijun, 
handled design; his 19-year-old son Tong 
Tong helped with photography. This win- 
ter, Wang debuted his "performance art" 
to an enthusiastic Beijing audience. 

His “living sculptures" won kudos from 
the local artistic community. The French 
Embassy in Beijing wants Wang to perform 
in Paris in its Rodin museum. "Because it 
is based on the works of Rodin, it is not 
like other nude performances," says a Bei- 
jing-based diplomat. "It's innovative. It's 
not just some guy stripping. It has artistic 
value." 

China's arbiters of good taste, however, 
are less certain of its artistic merits. Cul- 
tural authorities commonly reject "per- 











formance art" or “installation art.” And 
they are of two voted when it comes to 
bare flesh. Paintings of nude figures are 
commonplace. But photographs of nudes 
and real naked people (even those with a 
well-placed fig leaf) fall into a grey area. 

So far, Wang’s work has stymied cen- 
sors. The authorities haven't labelled it 
“yellow” — or pornographic — but while 
the Ministry of Culture mulls over its deci- 
sion, Wang has been advised that it is “best 
not to” perform. He remains upbeat as he 
awaits the official response: “It took sev- 
eral hundred years of struggle for Europe 
to appreciate the human body as art. | 
think the Chinese are coming along.” 

A svelte physique and shameless love 
of attention have driven Wang from the 
centre of socialist art to its fringes. In 1960, 
after several years as a street performer, he 
fell in with an army drama company. In 
the 1970s, he joined the state-run Chang- 
chun Theatre Troupe in China's northeast. 

Wang stumbled onto pantomime in 
1980, when he ran out of money in Shen- 





The artist as sculpture. 
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yang, Liaoning province. To earn a return 
train fare, Wang modelled at the city's arts 


academy. "I gave them whatever emotion 
they asked for," he recalls. "They would 
say ‘pain’ and I would give them pain. 
They would say ‘glee’ and I would give it 
to them. And I thought ‘Hey, I’m good at 
this!’” 

Soon after, his wife, Zhao, began de- 
signing a “modelling pantomime” show 
for Wang. It relies heavily on striking and 
holding a series of poses to develop a 
theme. In 1984, Wang and his family went 
to Beijing. They severed ties with their gov- 


ernment work unit a year later. 
| year, staying with relatives and 
sometimes spending the night on the 
street. Zhao embraces the chaos: "Unlike 
most people, we never know what the day 
will bring or what we'll be doing tomor- 
row." 

From 1985 to 1988, Wang was a regular 
on China's university circuit. Since then, 
he has taken his show to Macau, France 
and Germany. In May, at China's first in- 
ternational mime festival in Shanghai, 
Wang brought down the house with a se- 
ries of sketches, including his favourite, 
Cage: 

A dim light comes up, revealing a crouched 


he family lived like refugees that first 


figure. His hands clutch the bars of an invisible 


cage as he gazes at the world beyond. Then, 
impulsively, he strains at the bars that confine 
him .. . stretching a space between them. Sur- 
prised, he sticks his toe outside, and then a leg 
and prances into the outside world. His escape 
is cut short, however, when he awakes, still con- 


fined to a cage. It was only a dream. 


Arts that are open to broad interpreta- 
tion baffle many Chinese audiences. “Peo- 
ple always ask me, ‘Is the man in the cage 
good or bad’?” says Wang. ^| tell them 
that’s not what's important — that the 
sketch is about the spirit in its struggle to 
be free.” But in China, that idea may take 
10 years to catch on, or perhaps 100. [z 
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Denel. An industrial giant 
emerging from Southern Africa. 


There is a group in Southern Africa whose burning desire is to improve the quality of life for all. To create a 
brighter tomorrow for present and future generations. A Group called DENEL. 


DENEL has a substantial capital and asset base, sound management and an established reputation as a reliable 
and stable supplier of a wide range of commercial, industrial and security products. DENEL consists of 25 
separate operating and industrial divisions structured as individual business units in the following major 
categories: aerospace, systems (mechanical and electronic), manufacturing, engineering services, informatics 
and properties and international marketing. 


DENEL is continually forming alliances with reputable international companies for joint ventures. As a major 
force in South African industry, DENEL can also be your industrial partner and together play a significant role in 
the development of Southern Africa. By sharing the technology, marketing 

and distribution channels of the DENEL Group's massive infrastructure, 

together we can develop a better future. 


D N E L 


For further information fax or write to: 
Mr Johan Alberts, Managing Director. 
Fax: (27-12) 347-0109. Denel (Pty) Ltd, P O Box 8322, 


Hennopsmeer, 0046, Republic of South Africa. For a better futur e i 
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